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Resumo 
Três décadas de reforma econômica e abertura, a China tem vivido uma fase de desenvolvimento 
de transições econômicas de um sistema planejado para a de um mercado, juntamente com um 
padrão de desenvolvimento típico dualista. A mobilidade do trabalho de um controle restrito 
durante o período de pré-reforma à um afrouxamento gradual  pós-reforma, juntamente com a 
melhoria de industrialização e expansão da urbanização, apresentou uma transferência de massa 
sem precedentes em termos de tempo, espaço, ocupação, indústria e escala. No entanto, a 
sustentabilidade de tal modelo de desenvolvimento do crescimento econômico altamente 
determinado pela escala da força de trabalho excedente rural restante. 
  
Com a fermentação persistente da generalizada falta de trabalho desde 2004, a diminuição gradual 
do dividendo demográfico atribuído principalmente à implementação da política de planejamento 
familiar desde 1980, bem como os atuais crescimentos contínuos dos custos de trabalho e a 
desaceleração do crescimento econômico, quanto tempo pode durar este modelo de 
desenvolvimento econômico baseado na transferência de força de trabalho, tornou-se um acalorado 
debate e agitação no campo acadêmico socio-econômico. Portanto, esta pesquisa adotou uma 
perspectiva de desenvolvimento econômico, através da análise profunda sobre as famosas teorias 
de transferência de trabalho rural excedente, estabelecendo o modelode força de trabalho 
tripartite como a principal contribuição teórica desta pesquisa, e combinado 35 anos de base de 
dados da China, fornecer uma situação real da transferência de força de trabalho rural excedente 
chinês.  
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Abstract 
 
Three decades of the economic reform and opening up, China has experienced a development 
stage of economic transitions from a planned system to a market one, along with a typical 
dualistic developmental pattern. Labour mobility from a restrict control during the period of 
pre-reform to a gradual loosening after the reform, along with the improvement of 
industrialization and expansion of urbanization, presented an unprecedented mass transfer in 
terms of time, space, occupation, industry and scale. However, the sustainability of such 
development model of economic growth highly determined by the scale of the remaining rural 
surplus labour force. 
 
With the persistent fermentation of the wide-spread of labour shortage ever since 2004, the 
gradual diminishing of the demographic dividend mainly attributed to the implementation of the 
family planning policy since 1980s, as well as the current continuous growing labour costs and 
the slow down economic growth, how long can this economic development model based on the 
transfer of labour force last, became a heated debate and socio-economic hotspots in the 
academic field. Therefore, this research adopted a development economics perspective, through 
the profound analysis over the famous theories of rural surplus labour transfer, established a 
tripartite labour supply model, combined 35 years data base from China, provide an actual 
situation of Chinese rural surplus labour transfer.  
 
 
 
 
Key Words: Development Economics, Rural Surplus Labour Force, Labour Market, Labour 
Mobility, Dual Economy 
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Introduction- Research Methodology 
 
In general, this research is both qualitative and quantitative. Data collected in this research are in 
quantitative terms and are used to verify the qualitative analysis. The research is at the same time 
explanatory and descriptive in nature. Starting with the structure of this paper, it is divided into 
four parts; each part adopted a different research methodology respectively: namely, introduction, 
theory review with model construction, research analysis with data validation, as well as 
conclusion and suggestion.  
 
The first part is focused on summarizing and analyzing substantive secondary information, 
studies and researches (such as news, reports) and existing research findings from various sources 
(like news from official press, reports from major meetings and conferences, studies of 
authoritative scholars, economists), and so on.  
 
Specific information in the introduction relating to the "migrant workers boom" was mainly 
derived from the National Bureau of Statistics in the annual report of National Migrant Workers 
Monitoring Survey Report since the system was established in 2008. However, in relation to the 
analysis of "migrant workers shortage", due to the controversy it triggered, there is not yet any 
unified conclusion amongst the academic community; therefore, it has not yet been targeted by 
official institutions, generalizing the corresponding statistics. In the absence of targeted, scientific 
and nation-wide statistical reports, data sources are generally used from scattered official media 
reports, as well as local data released from the authorities. However, due to the extensive data 
sources used in this paper, hence, the labour shortage phenomenon aimed in terms of timing, 
spatial and industrial dimensions.  
 
 
Subsequently following the introduction, we move to the research question of this paper, 
specifically, the question whether China is really approaching the so-called “Lewis Turning Point” 
along with the spread of labour shortage, more specific in other words; will the characteristics of 
the so-called unlimited rural surplus labour force diminished along with the increase of migrant 
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workers’ real wage? To answer this question, chapter two deals with a large number of national 
and international literature reviews. 
 
The second part focuses on the theoretical studies and model building. Based on the study of rural 
labour force transfer and dual economic theories, in this paper herein selected the most 
representative theories from the internal and external academic fields, which thereby laid the 
foundation for the author's economic model, including the classical school of thought and 
neo-classical theories and approaches. Encompassed the most and important contents of the 
theory on rural labour transfer, like the famous dual economic theory of Lewis; a three-stage 
development of dual economics from Ranis-Fei Model; the impact of agricultural surplus from 
Jorgensen model; as well as the impact of expected income and urban unemployment to the 
labour transfer from Harris-Todaro model. In addition, this paper also absorbed other theoretical 
results and research methodology, such as Pulling-Push model, Urban-rural integration theory, so 
on and so forth. 
 
Referring to the model building part, it is based on theoretical analysis and comparisons, with 
performance in the profound analysis from each and every selective models of this paper. 
Therefore, the research achievement of the tripartite labour supply model can be considered as 
“standing on the shoulders of giants”. Together with the insightful observation of the society, as 
well as the actual experience from the author, a series of assumptions, bold innovation, 
constructed out the tripartite labour supply model. Not only as the challenge to the previous 
theories, but also as a new respond to the debated topics from a particular perspective. 
 
The third part of this paper consists of the review and summary of China's dual economic 
development, relying on 35 years of statistical data, which verifies the assumptions and 
constructed model described in the previous chapter. Based on the analysis of the Chinese 
economic development and the "Three Rural" development, the writer adopted the inductive and 
deductive approach on historical summary and analysis of statistics. Not only highly overview of 
the introduction of the Chinese major economic history, but also analysis on the individual 
economic issues, especially the one highly impacting to the model, such as the Hukou system, 
land issue, the transition from planned economy to the market one, dual division between the 
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rural and the urban, so on and so forth.  
 
Lastly, the most important part relies on the annual data collected from the National Bureau of 
Statistics released, and related census data, through a lot of calculations and analysis, which 
become the most critical part of the data validation. 
 
Since the research result of this paper mainly lies on the data statistics and model validation, the 
data resources subsequently becomes more important. Therefore, it is necessary to bring more 
details on the statistical criteria, in the meantime also give a basic introduction of China's 
statistical system. National Bureau of Statistics has established a system for regular provision and 
publication of statistical data and formed a series of statistical products, like the statistical 
yearbooks, monthly bulletin of statistics, statistical communiqués, concise statistical information, 
statistical reports for research and reference. The statistical institutions in 31 provinces, 
autonomous regions, municipalities directly under the central government and some selected 
cities and countries have all published their local statistical yearbooks which are largely 
consistent with the China Statistical Yearbook.  
 
Since the establishment of the Statistical System, after 50-year process of reformation, it has 
undergone the development and improvement during sustaining reform and adjustment to meet 
the demands of the new situation. It consists of the statistical institutions established through a 
top down model and comprises of statistical staffs from all levels. National Bureau of Statistics is 
established under the State Council, which is responsible for directing and coordinating the 
statistical work throughout the country and national economic accounts. In the entire 
[governmental/statistical] system, NBS is a main provider of national statistical data and a 
coordinator of government department statistics and local statistics. At present, the important 
general surveys of the national conditions and strength by NBS include Population Census, 
Agricultural Census and Economic Census (see the following Table), and 47 regular statistical 
surveys, including national accounts, agriculture, industry, energy, investment, construction, 
external economic relations, services, urban and rural households, price, society and science and 
labour wages, are organized and conducted. These surveys cover main aspects of economy, 
society, population, environment and resources. Departmental statistics involving traffic, tourism, 
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finance statistics, finance, import and export in customs, statistics of foreign capital utilization, 
culture, education, health, science and technology, registered permanent residence, social 
development, etc. 
 
Regarding to the major data used in this paper, however, due to the economic transformation 
from the planned system to the market one has undergone a gradual process of implementation, 
therefore, it exists many government departments containing strong dualistic characteristics, such 
as rural and urban, public and private, and etc. Moreover the transformation was carried out by 
gradual experiments, therefore, resulting unclear, overlapped and muddled statistical criteria even 
for today. For example, the amount of migrant workers has partly covered in the urban 
employment statistical criteria and partly in the rural employment database. Therefore, generally, 
China's statistical system is very complicated. Taking employment statistics for instance, there are 
three major sources, related to the four relevant government departments. In addition, there are 
others sources as well, like the research institutions, and thinking tanks, and educational bodies, 
for example the Society’s Blue Book, Rural Green Book from Chinese Academy of Social 
Sciences, and so on. 
 
1. Ministry of Human Resources and Social Security, majorly sources employment information 
for urban units, through publishing "China Labour Statistical Yearbook"; 
2. Ministry of Agriculture, mainly sources information of rural employment through publishing 
"China's Agricultural Yearbook" and "China's Town and Village Enterprises Statistical 
Implemented Censuses in China (as of 2013) 
  
Census cycle 
(year) 
1
st
 2
nd
 3rd 4th 5th 6th 
Population Census 10 1953 1964 1982 1990 2000 2010 
Agricultural Census 10 1996 2006 
    
Economic Census 5 2004 2008 2013       
Source: National Bureau of Statistics 
Note: After the approval by the State Council in 2003, the general censuses and its cycle had been 
adjusted as following, for population census is every ten-year with mantissa of zero; agricultural census 
is every ten-year with mantissa of six; and economic census is every five-year with mantissa of three and 
eight. 
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Yearbook"; 
3. State Administration for Industry and commerce, are mainly in charge of sourcing 
employment information from private enterprises and self-employed enterprises; 
4. National Bureau of Statistics is using national population and economic census or household 
survey, through publishing "China's Statistical Yearbook". 
 
Lastly, about the employment statistics of migrant workers, due to the absence of the official 
statistics, many scholars adopted different approaches on the estimation. Some of them used the 
aspect of floating population; while some adopted the aspect from the rural labour transfer. But 
all were highly depended on the relevant data released from the official authorities. However, 
even the official statistics contain a lot of drawbacks, and sometimes different department used 
different statistical criteria. For example, the 1990 (4th) Population Census stipulated the floating 
population as the one who lived outside of his/her original place more than one year, but changed 
in 1995 of this 1 percent population survey criteria to half year; and before 2000, Ministry of 
Labour and Social Security defined migrant workers as the people who lived outside of their 
original place more than 3 months. After 2000, the period reduced to only 1 month. But according 
to the population census, it stipulated the minimum period of staying outside up to 6 months as 
called of floating population (Fan, 2011). Up to 2008, year of the landmark, state then adopted a 
scientific and nation-wide system for the statistics on migrant workers. All the data afterwards 
contain a continuity, consistency and efficiency for any further research or study.
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Chapter I. Introduction 
Along with economic development, labour migration, either in the forms of internal or 
cross-regional migration, becomes a constant topic for most of the countries; especially to those 
less developed countries with wide disparities and are undergoing economic transformations with 
a rapid progress of industrialization and urbanization, given the fact that industrial development 
surely created plentiful employment opportunities to absorb the so-called “surplus” labour force. 
With respect to the occupational distribution of the labour force, economic development is also 
often defined in terms of the transfer of a large proportion of workers from agricultural to 
industrial activities (Fei & Ranis, 1964). More concretely, the process is typically viewed as a 
phenomenon that a worker migrates from a low productivity rural job to a higher productivity 
urban industrial job (Todaro, 1969).  
 
Hence, from a broader perspective, labour migration can be considered as one of the driving force 
of economy through capitalist expansion, where migration transfers the economy from a 
backward agricultural economy to an advanced industrial economy. It has been widely accepted 
that the mobility of labour across the region is a key element which contributed to China's 
economic transitions. Put another way, the supply of abundant labour from the rural areas to the 
industrial sector has long been a key source of China’s high economic growth, and the story of 
global success of “Made in China” or “World Factory Hub” is inextricably meshed with the story 
of rural migrants toiling for the cheap wages to produce for exports (Kam, 2009). A report 
released by the United Nation's Education, Science and Culture Organization (UNESCO) and the 
Institute of Sociology of the Chinese Academy of Social Sciences (CASS) in 2006 (GOV, 2006) 
pointed out that China's migrant workers
1
 contributed 16 percent to its Gross Domestic Product 
(GDP) growth over the past 20 years. More recently, Zhou (2013) from the institute of Rural 
Development at Chinese Academy of Social Sciences (CASS), measured that the GDP 
contribution of migrant workers improved rapidly from 32.1 percent in 2008 to 38.6 percent in 
                                                             
1 The term of migrant worker has different official meanings and connotations in different parts of the world. But in China People 
are called Migrant Worker, as the literal translation of which is “peasant workers”. “Peasant” indicates their household registration 
status as rural residence, while “workers” refers to their occupational status- as workers in cites. The distinct difference is not in 
pursuing of permanent migration, as others. Therefore, migrant workers in China more focus on the national level, which are 
mostly people from rural regions who go to urban or more prosperous coastal regions in search of employment, engaging in 
remunerated activities. 
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2012; this is a 6.5 percent increase within the recent four years. If the fact that government 
departments and institutions do not directly contribute to the GDP is considered, the percentage 
of contribution of migrant workers to the GDP would be even higher.  
 
i. Migrant worker Boom 
However, this process could have hardly taken place 30 years ago, since China underwent a 
planned economy with strong segregations between rural and urban development, which marked 
labour mobility under a strict administrative control. Only until the economic reform which was 
initiated in 1980s, where several factors such as the growth of the manufacturing and 
export-oriented economy in the eastern coastal areas of China, the transfer of China’s economy 
into a comparatively market economy, and the loosening of institutional restrictions, did a large 
numbers of peasants, especially those from the mid-western areas, move to the eastern coast and 
kick-started the famous migrant worker boom in China. As clearly reflected in the 
export-oriented cities such as Shenzhen and Dongguan, rural migrants easily accounted for a 
great majority (70 to 80 percent) of the labour force in the early years of the new century (Kam, 
2007).  
 
More recently, according to the latest official data released from the National Bureau of Statistics 
(NBS), China had reached 268.94 million migrant workers by the end of 2013, up 2.4 percent 
year on year, which is over one quarter of the national working-age population, or one fifth of the 
national population, or one third of total employment, as shown in Table 1 below. There were 
166.1 million migrant workers who sought jobs away from home lasting at least six months, 
marking a year-on-year increase of 1.65 percent. Furthermore, the NBS also estimated that during 
the next two decades, nearly 310 million more people are expected to migrate from rural to urban 
areas. Such speed and scale in migration is unprecedented in human history as UNDP remarked 
in its 2013 report on China.  
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Notes: The migrant workers refer to the rural labour force under the investigation of annual, who work 
outside their town of origin for more than 6 months. The household migrant workers refer to any of the 
household member who migrates for employment out of their town of origin. Family migrant workers refer 
to the migration of a whole family. Local migrant workers refer to the rural labour force engaged in 
non-agricultural activities in their own town for 6 months or more. 
Source: Adopted from data of the 2013 National Monitoring Survey Report of Migrant Workers
2
. 
 
Three decades of intense labour mobility has created a huge impact to the Chinese society as well. 
As the NBS announced in 2011 that China's urbanization rate had surpassed 50 percent. For the 
first time in China's thousands years of history, there were more citizens living in urban areas 
than in rural areas. This process has occurred not only at a rapid rate, but also on an 
unprecedented scale. As it took 6 decades for China's urbanization to expand from 10 to 50 
percent: the urban population increased from only 64 million in 1950 to almost 636 million in 
2010 (UNDP, 2013). As for the rural society, this impact is also profound and lasting, as Chart 1 
presented below. With this on-going process of labour migration, migrant workers substantively 
increased from 3.7% of rural residence in 1978 to 40.9% in 2012, with the absolute number of 
                                                             
2 The National Bureau of Statistics in 2008 established a monitoring system by conducting the survey of migrant workers. The 
survey sample covers the 31 provinces (autonomous regions and municipalities) in rural areas, involving with 1,527 down 
(district), 8,930 villages and 2,35 million of rural labour force. 
Table 1, The number of migrant workers in China 2008-2013 (Unit, million) 
  2008 2009 2010 2011 2012 2013 
Total Migrant workers 225.42 229.78 242.23 252.78 262.61 268.94 
1. Migrant workers (long distance) 140.41 145.33 153.35 158.63 163.36 166.10  
Household migrant workers 111.82 115.67 122.64 125.84 129.61 130.85 
Family migrant workers 28.59 29.66 30.71 32.79 33.75 35.25 
2. Local  migrant workers      
(short distance) 
85.01 84.45 88.88 94.15 99.25 102.84 
Annual growth rate (%) -8.5 1.93 5.41 4.36 3.89 2.41 
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147.9 million of migrant workers resided in cities. Not only that, this transformation also indeed 
benefited people's livelihood. The real per capita income increased 16 times from 1978 to 2012, 
lifting half a billion people out of poverty (WB, 2013).  
 
 
Note: 1. the data was collected from incomplete statistics, due to the limits of statistical discontinuities and 
methodological inconsistencies; 2. The absolute changes in both rural residence fall and migrant workers 
increase does not necessarily need to be equal, given the consideration of statistical methodology towards 
students, military personnel, as well as the refluxed migrant workers. 
Source: various years from China Statistical Yearbook, China Population Statistics Yearbook, China 
Population Census, statistical data released by the national relevant authorities, and the existing researches 
and studies, calculated by Yang Congmin and Yang Liyuan (2012) in their study on migrant workers. 
 
To understand the magnitude of this internal migration situation in China, the best example would 
be captured during the period of Chinese Spring Festival
3
, with the phenomenon called 
“Chunyun4 - (literally means Spring Festival transportation)”, which takes place annually where 
most of the migrant workers return to their homes in the rural areas for the celebration of the New 
                                                             
3 Spring Festival, also known as the Chinese New Year Festival, an important traditional Chinese holiday celebrated at the turn of 
the Chinese lunar calendar, normally occurs either at the end of January or the beginning of February.  
4 Chunyun, referred to as the Spring Festival travel season or the Chunyun period, is a period of travel in China with extremely 
high traffic load around the time of the Chinese New Year. The period usually begins 15 days before the Lunar New Year’s Day 
and lasts for around 40 days. 
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Year. According to the official estimation, there were around 3.62 billion trips (half of the world 
population) made during Chunyun period in 2014 within 40 days. This figure is approximately 
200 million more than last year (Xinhua News, 2014). This staggering figure of passengers is set 
to make Chunyun the largest seasonal human migration ever on the globe. Hence, up to this point, 
anyone could not be surprised by this massive, unprecedented, and ongoing process of human 
migration occurring in China. However, it subsequently raises questions such as: does the 
resource of rural labour force still have a bottomless supply? When would it touch the ground? 
And how long could it still maintain this magnitude? So on and so forth. 
 
ii. Migrant Worker Shortage 
Coincidentally, also after approximately 30 years, having made the whole world speechless, the 
so-called migrant worker boom dramatically transformed into a migrant worker shortage; we are 
witnessing a very interesting transformation of labour migration process in China again. Starting 
from around 2002, factories in Southern China have been facing difficulties in securing a 
sufficient number of workers, and the shortage has rapidly intensified since the spring of 2004. At 
that time, media all over the world reported on China's labour shortage and its impact upon the 
manufacturing firms, especially around the Pearl River Delta (PRD)
5
  regions. As New York 
Times described: "that kind of behaviour (the labour shortage) was unheard-of as recently as 
three years ago, when millions of young people were still flooding into booming Shenzhen (city 
located in south part of China) searching for any types of work" (NYK, 2006).  
 
At the outset, people were extremely shocked and would prefer to believe that the shortage was 
only a temporary and regional phenomenon, caused by the industrial restructuring and that it only 
occurred for the skilled labour. Even the 'Labour Shortage' was not the initial phrase used by most 
of the Chinese media and authority, as it was actually called 'insufficient factory management or 
lack of workforce' (BSR, 2010). However, ever since the first labour shortage kicked off, various 
conjectures were denied one after another by the annually staged shortage. The labour shortage 
gradually spread nationwide, cross-industrial-wise and toward unskilled labour, with a scale that 
                                                             
5 The Pearl River Delta, also known as Zhujiang Delta in Guangdong province, is the low-lying area surrounding the Pearl River 
estuary, one of the most densely urbanized regions in the world and one of the main hubs of China's economic growth. 
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is also considered as unprecedented.  
 
a. A shortage year by year 
 
The shortage was first noticed when fewer migrants from the rural areas arrived to look for jobs 
after Chinese New Year in February 2004 and made headlines around June when most newspaper 
photos showed factories setting up roadside stalls attempting to recruit workers. Ever since it 
started, it seems impossible to end. On the contrary, the situation only becomes worse year after 
year: 
 
According to the Ministry of Labour and Social Security (MLSS) in 2004, half the factories in the 
Pearl River Delta claim to be suffering from labour shortages, with the total shortfall standing at 
about 2 million workers, or 10 percent of the local workforce (EIU Views Wire, 2004). Until 
December, 80 to 90 percent of the factories in Dongguan
6
 could not hire enough workers (Chan, 
2005). In 2005, according to the survey conducted in Guangdong
7
, although one third of the 
manufacturers there have tried to solve the labour shortage by raising wages and benefits, overall 
demand still exceeded supply by more than one million positions (Wharton, 2006). As of March 
2006, Guangdong province reported 2.5 million jobs unfilled (Business Week, 2006). However, 
after 2007, along with the on-going labour shortage, but the attention from the authority started to 
change by focus on the labour supply part, for example, a report from the State Council's 
Development Research Centre (SCDRC) stated that 74 percent of 2,749 villages in 17 provinces 
and regions no longer had any surplus labour, thereby exhausting the supply of potential migrants 
(ProQuest, 2008). 
 
The situation in 2008 and 2009 were clear exceptions; during the Global Financial Crisis, China's 
coastal cities like Shanghai and Guangzhou lost over 20 million workers to unemployment 
(Kenneth, 2011). However, it restarted all over again in 2010. Cai Fang
8
, director at the Institute 
                                                             
6 Dongguan, a prefecture-level city in central Guangdong province, is an important industrial city located in the Pearl River Delta, 
which ranks behind only Shenzhen, Shanghai and Suzhou in exports among Chinese cities. 
7 Guangdong is a province on the South China Sea coast of China, one of the most populous provinces in China. The provincial 
capital Guangzhou, economic hub Shenzhen, manufacturing factory Dongguan are among the most populous and important cities 
in China. 
8 Cai Fang, Ph.D. in Economics, director and professor at the Institute of Population and Labour Economics at the Chinese 
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of Population and Labour Economics of Chinese Academy of Social Sciences, estimated that the 
number of redundant workers below the age of 40 in rural areas was only about 52 million in 
absolute terms - far less than the estimated 100-150 million (Hindustan Times, 2010). 
Subsequently, China Daily quoted the report of the Chinese Academy of Social Sciences, stating 
that "China is moving from an era of labour surplus into an era of labour shortage". Ever since 
then, the labour shortage is considered as a ‘new normal situation’ in the current economy and 
labour market. These above scattered observations may not be consistent, but the situation is 
self-evident. 
 
b. A nationwide spread shortage  
 
It might be misleading to understand the real situation of the spread of labour shortage, due to the 
fact that most of news quoted above was mainly from the southern part of China like Guangzhou, 
Shenzhen, and Dongguan. Therefore, without the map of Chinese distributions of industrial 
clusters, one can easily conclude by saying that the labour shortage might be only the problem for 
some regions. As the Map 1 presented below, the cities which focus mostly on export are mainly 
located at the southeast coast of China, where Guangdong is marked as the highest values of 
export province in China. Hence, these regions are naturally in a better position to sense even the 
slight changes in the labour market. Initially, the labour shortage indeed only occurred in the 
Pearl River Delta
9
  region (marked in brown colour in Map 1). Since then, the phenomenon has 
spread to the Yangtze River Delta
10
 region (marked in red colour), and even to some central 
provinces, such as Jiangxi, Anhui and Henan, Sichuan and Heilongjiang, from which migrant 
labourers are generally from. Take Anhui province as an example, with a population of nearly 70 
million people, and is traditionally an agricultural province which located in China's central 
region. Also as one of the main migrant worker sources of the country, the province had an 
                                                                                                                                                                                                     
Academy of Social Sciences. His research focuses on China’s economic development, agricultural development, labour migration, 
and demographic economics.  
9 The Pearl River Delta, also known as Zhujiang Delta or Zhusanjiao in Guangdong province, is the low-lying area surrounding 
the Pearl River estuary where the Pearl River flows into the South China Sea. It is one of the most densely urbanized regions in 
the world and one of the main hubs of China's economic growth, including large metropolises like Chaoshan, Zhangzhou-Xiamen, 
Quanzhou-Putian, and Fuzhou. 
10 The Yangtze River Delta, also called Yangzi Jiang Delta, Chang Jiang Delta, River Chang Delta or the Golden Triangle of the 
Yangtze, generally comprises the triangle-shaped territory of Wu-speaking Shanghai, southern Jiangsu province and northern 
Zhejiang province of China. 
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estimated shortfall of 245,000 workers as of December 2010, according to statistics released by 
the Department of Human Resources and Social Security of Anhui (Xinhua News, 2011). 
 
Map 1, China's Top 100 Industrial Clusters, 2011 
 
Source: Li & Fung Research Centre; The Beijing Axis Analysis. 
 
Therefore, to tackle the problem of labour shortage, firms like Foxconn
11
 shift factories away 
from Pearl River Delta region; however, they were discovering that workers in new locations 
across China were not as abundant as they had expected. In September, the largest factory in the 
north-eastern Chinese coastal city, Yantai, even called help on the local government with a 
problem a shortage of 19,000 workers as the deadline on a big order approached (Times of Oman, 
2013). 
 
Other examples, like central China's Hubei Province is facing severe labour shortage problems 
which have spread from coastal areas to the country's central and western regions. For example 
                                                             
11  Hon Hai Precision Industry Co., Ltd, trading as Foxconn Technology Group, is a multinational electronics contract 
manufacturing company from Taiwan, as the world's largest electronics contractor manufacture, and the third-largest information 
technology company by revenue. Notable products that the company manufactures include the BlackBerry, iPad, Iphone, Kindle, 
Playstation 4, Xbox One, and Wii U, and itis the largest private employer in mainland China. 
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about 80,000 to 100,000 workers are needed in capital city of Hubei Province Wuhan in 2013 
(Xinhua News, 2013). Over half of the companies in provinces including Jiangsu, Anhui and 
Hainan have reported labour shortage during the first half of 2014 as well, according to surveys 
conducted by local data bureaus. The National Business Daily reported that Shandong, which 
accounts for 10 percent of the number of migrant workers nationwide, is also grappling with a 
labour shortage. A total of 68.8 percent of companies in Hainan failed to recruit enough workers 
in the meantime (Want China Times, 2014). 
 
In short, labour shortages, as ‘The New Normal’ phenomenon, is not only limited to the major 
South-East coastal region, such as the provinces of Guangdong, Jiangsu, Shandong and the cities 
of Shanghai and Beijing, but also in the remaining other parts of China, even the traditional 
agricultural provinces. Hence, it cannot be considered easily as a regional problem any longer.  
 
c. A shortage in wide range of industries 
 
There may at any time be a shortage of skilled workers of any grade – ranging from masons, 
electricians or welders to engineers, biologists or administrators. Skilled labour may be the 
bottleneck in expansion, just like capital or land (Lewis, 1954). Hence, it has never been thought 
to find that there is a skilled shortage in most of the labour markets. Since the shortage in China 
has been reported ever since the first occurrence, targeted exclusively to the migrant workers, the 
labour shortage herein refer mainly to the shortage of unskilled workers. However, combined 
with the fact of the newly-built modernized industry in China, it inevitably comes across the 
shortage in technicians in general as well. For example, high-tech sectors, including Internet 
services, wireless networks, video blogs, web-based offices, cell phones, semi-conductor and 
biotech, stem cell research and clean technology, also have trouble finding suitable staff. In the 
white-collar sector, a study by the MLSS of 40 cities in China found that the proportion of skilled 
technical workers, managers and sales people was less than 4% of the workforce, much lower 
than 14% optimum employers look for (EIU Vie1sWire, 2007). 
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Therefore, the shortage in China afflicts a wide cross-section of industries, from factory floor to 
offices, and from unskilled to skilled. Returning to the issue of unskilled workers, major cities 
have reported acute shortages of personnel in the areas of manual labourers, sales promotion, 
cold processing, machinery repair and restaurant work. For example, Li Yonghong, Wuhan 
Human Resources Market director said, the shortage are mainly in processing and manufacturing, 
lodging and catering as well as wholesale and retail industries (Xinhua News, 2013). Domestic 
and foreign enterprises in the Guangdong province, in particular, face enormous difficulties in 
attracting and retaining staff in manufacturing and assembly operations. As the details brought by 
the Table 2 below, top 10 jobs were short of applicants in Guangdong from July to September in 
2005. As manual labourers, cutting/ sewing workers, Shop clerks/ cashiers listed in top 3 by the 
number of job vacancies, and cutting/ sewing workers, out-of-store sales staff/ display sales staff, 
and restaurant workers/ cook listed top 3 by the ratio of job offers to job seekers in 4.59, 3.66, 
3.44 times respectively.  
 
 
Table 2, Top 10 jobs short of applicants in Guangdong province, Jul-Sep 2005 
Types of Job 
No. of job 
vacancies 
No. of job 
seekers 
No. 
insufficient 
Ratio of job 
offers to job 
seekers  
Cutting/ sewing workers 28,952 6,312 22,640 4.59 
Out-of-store sales staff/ display 
sales staff 
9,652 2,636 7,016 3.66 
Restaurant workers/ cooks 25,913 7,563 18,350 3.43 
Cold processing mechanics 6,369 2,023 4,346 3.15 
Shop clerks/ cashiers 8,923 3,041 5,882 2.93 
Insurance service workers 27,863 12,567 15,296 2.22 
Electronic parts makers 7,678 3,516 4,162 2.18 
Child care/ domestic service 
providers 
4,064 2,017 2,047 2.01 
Manual labourers 40,134 20,345 19,789 1.97 
Lathe workers 8,536 4,542 3,994 1.88 
Source: Guangdong Bureau of Labour and Social Security, Analysis on Supply and Demand of 
Occupations in Guangdong Labour Market in the Jul-Sep Quarter of 2005. 
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d. Wage increase as reactions toward the shortage 
 
It seems like most people already accepted the fact that there is an on-going phenomenon of 
labour shortage. However, there have been heated debates on the supply of Chinese rural surplus 
labour force on whether it has already touched the bottom of exhaustion or it is still far away. As 
it is also called ‘Lewis Turning Point’ in the field of theory, since it was first expounded by Sir 
Arthur Lewis, a Nobel laureate in economics, who argued that for the under-developed countries 
the exited 'surplus' labour force in the agriculture sector could facilitate the expansion of the 
industrial sector without increasing wage for a period until the surplus labour force is exhausted, 
with the turning point located at the point where the wage starts to increase. 
 
Wage, as the most effective means, plays a vital role as the self-regulating mechanism in labour 
supply and demand within the market. Hence, the labour shortage firstly pushed the wage 
increasing dramatically in China. However, when it comes to the wage of migrant workers, a lot 
of people may still think of a two-dollar a day. But, it could not be further from the truth. In 2013, 
the average monthly wages of migrant workers reached 2,609 Yuan, or $480 a month. And it has 
seen strong double digit growth for the past four years (seen in chart 2), surprisingly, it occurred 
around the time of the global financial crisis. Between 2009 and 2013, wages increased 20.4 
percent, 18.9 percent, 21.2 percent, 11.8 percent and 13.9 percent respectively, according to data 
from the NBS.  
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Based on this, one of China's most influential labour economists, Cai Fang, who is the director of 
the Institute of Population and Labour Economics at the Chinese Academy of Social Sciences, 
considered that the country reached the point in 2004 after labour shortage attacked nationwide 
(Cai, 2010). However, two International Monetary Fund economists say that China will become a 
labour shortage country sometime between 2020 and 2025. Therefore, along with the wage 
changes of migrant workers, and phenomenon of labour shortage prevailing, has China's 
economy really entered the stage of Lewis Turning Point? It has been widely discussed inside and 
outside of China. From the literature reviews the existing researches, it would be divided into 
three perspectives. The first one is that China has entered the stage completely ever since the 
labour shortage occurred; while, secondly, the opposite opinion believes that the labour shortage 
is only the phenomenon of structural imbalance occurring in special background (2014 Study 
Report for National Economic Accounting). The rural labour supply situation will not be easily 
reversed; and the third standpoint is that China's economy is in the interval of the Lewis Turning 
Point of Chinese characteristics. Some people may also say that the labour shortage is not due to 
a lack of available workers, instead, it is prompted by Chinese government policies, as well as 
prevailing work and living conditions in affected regions. 
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iii. In summary 
China at the current stage maintains a typical dual structuralized society, due to the segregations 
between rural and urban development, subsequently along with the typical features of dualism in 
economic development in terms of agriculture and industry. Under the driving force by the rapid 
process of urbanization and industrialization, transfer of rural surplus labour force becomes an 
inevitable strategic trajectory. China's three decades of high economic growth was accompanied 
by the massive process of labour migration from rural to urban, and from west to east, witnessed 
the unprecedented migrant worker boom, to the same-scale of migrant worker shortage. On every 
account, this intensified labour shortage already embarked on the centre stage of China's 
economic transition. Whether on the scale, characteristics, velocity, or from the macroeconomic 
data to the plight of the micro enterprises, reversely forced the authorities to respond accordingly 
in terms of institutional, strategic and policy-oriented reactions. As the continuously deepening 
impact of the global financial crisis, downward pressure on Chinese economic growth becomes 
more obvious, and the deep-seated social contradictions induced by the transfer of labour force 
continues to appear. The phenomenon of the labour shortage must be given adequate attention, 
and it also should be cogitated from a more comprehensive level with long-term perspectives, in 
terms of economic transitions, as well as industrial upgrading. 
 
In any case, all the above scattered news, observations, phenomenon, even the debates, together 
leads to a fundamental question: is there a really shortage of labour supply in China? Or has 
China really entered the so-called “Lewis Turning Point”, where it has reached the bottom of 
surplus labour force and moved from a period of unlimited supply to a new era of labour shortage? 
To answer this critical question, all the above information are not academically reliable. In the 
field of theory, referring to the rural surplus labour transfer, theorists already launched a series of 
researches and profound discussions where there are various theories and models, as fruitful 
achievements in scientific research from different perspectives, available to study; such as, the 
Lewis dual economic theory, the Ranis-Fei labour surplus model, the Jorgensen agricultural 
surplus model, the Harris-Todaro floating population model, the Push-Pull model, the 'new 
economics' of migration model, so on and so forth. On the basis of the continuous deepening and 
research, more and more scholars, researchers, and specialists are joining this line contributing 
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with various perspectives. Therefore, the following theory reviews could bring profound insights 
to understand these practical issues in a better position.  
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Chapter II. Theories Reviews and Model Construction 
Labour, as one of the fundamental factors of production, is considered among the most classical 
economic theory to have an infinite supply since it had been initiated as long as the wage is above 
zero. So from Adam Smith to Karl Marx, all of whom assumed, or argued, that an unlimited 
supply of labour was available at subsistence wages (Lewis, 1954). However, when it is viewed 
from the neo-classical theory, with the personal propensity between leisure and work under the 
mechanism of income effect and substitution effect, the individual supply curve after reaching a 
certain level of wage rate, starts to be backward bending
12
. Even from the aggregated level, with 
the impact of exogenous factors of the labour market, such as collective bargaining from trade 
unions or minimum wage legislation from the state, the supply of labour is no longer infinite.  
 
Simply reflected to the reality, it seems that the neo-classical argument is comparatively 
reasonable. However, it does not give us the sufficient reliability, as taking for granted, to follow 
the theory of neo-classical, regardless of the fact that, even today, some of the under-developed 
countries are still within the era of classical features. More concretely, unlike most of the 
developed countries, the under-developed countries at least do not suffer from a labour supply 
constraint. Therefore the key point here relies on the notion of underdeveloped. As the 
development economic theory stated, underdeveloped is generally labeled as an economy with 
labour-surplus, resource-poor variety in which the vast majority of the population is typically 
engaged in agriculture amidst widespread disguised unemployment and high rates of population 
(Fei & Ranis, 1961). Hence, the problem for them, on contrary, lies in the transfer of ‘surplus’ 
labour from unproductive to productive employment to promote economic growth. Such a 
problem was first tackled by Lewis (1954) on his dual economy theory.  
 
i. Lewis Dual Sector Model 
By combining an analysis of the historical experience of developed countries with core issues of 
the classical economics, Lewis succeeded in producing a profound model of the development 
process for less developed countries. His model, also known as the Dual Sector Model, is derived 
                                                             
12 When the income effect is stronger than the substitution effect, people prefer to reduce some work hour for leisure, therefore, 
the cure starts to bend in the backward direction.  
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from his publication in 1954 which was considered to be his most influential development 
economics article, entitled "Economic development with Unlimited Supplies of Labour". Also, 
his subsequent researches are highly recommended in order to obtain a whole picture, such as, 
“Unlimited Labour: Further Notes (1958)”; “Employment Policy in an Underdeveloped Area 
(1958)”; “Development and Distribution (1966)”; “Unemployment in Developing Countries 
(1967)”; “Reflections on Unlimited Labour (1972)”; “The Dual Economy Revisited (1979)”; etc. 
 
The whole theory is based on the fundamental assumption of the existence of unlimited supply of 
labour, which might exist in those countries where the population is so large relative to its capital 
and natural resources, that there are large sectors of the economy where the marginal productivity 
of labour is negligible, zero, or even negative. Furthermore, it was not confined only to the 
agricultural sector, it also applicable to the whole range of casual jobs, petty retail trading and 
domestic services, (as today we call the ‘informal sector’), in the similar circumstance. It could 
be also understood from the perspective that there are labourers considered as “surplus” within 
the agricultural sector when reducing the supply of labour, the output of its sector remains the 
same.  
 
Therefore, since the labour supply can be described as unlimited, they either stay where they are 
as disguised unemployed labour or they migrate in search of employment in other sectors. That is 
to say, there must be a place to receive all this surplus labour. The dual division of economy 
which was initiated by Lewis firstly tackled such a process. According to Lewis, the economy is 
divided into two sectors by its production functions: the capitalist sector and the subsistence 
sector. The capitalist sector is the part of the economy which uses reproducible capital, and pays 
capitalists for the use thereof. Meanwhile, the subsistence sector is, by difference all that part of 
the economy which does not use reproducible capital. Apart from this, the most significant 
differences also lie in the wage differential. So the wage in the capitalist sector stands at a certain 
minimum level
13
 above subsistence earnings. The logic behind this theory is this: men will not 
leave the family farm to seek employment elsewhere if the wage is worth less than what they 
would be able to consume if they remained at home. 
                                                             
13 According to Lewis estimates, there is usually a gap of 30% to 50% plus between capitalist wages and subsistence earnings. 
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Back to his model, the process of the economic development basically consists of the 
re-allocation of surplus agricultural workers to industry. At an early stage of development, as long 
as the wage in the capitalist sector is higher than the wage received in the subsistence sector, the 
supply of labour from the subsistence sector becomes infinite to the demand of labour at the 
capitalist sector, as what we may call an ‘unlimited labour supply’. That is also to say, the 
capitalist sector expended, as it is nourished by absorbing the surplus labour from the subsistence 
sector, for a period (phase 1 in diagram 1) without any pressure to raise the wage.  
 
 
 
This results in higher returns to capital, which are reinvested in capital accumulation. In turn, the 
increase in the capital stock leads the "capitalists" to expand employment by drawing further 
labor from the subsistence sector. Given the assumptions of the model, the process becomes 
self-sustaining and leads to modernization and economic development. However, it continues 
until the disappearance of the surplus labour from agriculture, and the wage has to be raised in 
order to get more labourers to expand the industrial sector. The point (A in the diagram) at which 
the surplus labor in the subsistence sector is fully absorbed into the capitalist sector, and where 
further capital accumulation begins to increase wages, is sometimes called the "Lewis turning 
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point", in most cases, to estimate the point where labour supply turns to be shortage in some of 
the developing countries, like China. 
 
After the Lewis Turning Point, when capital catches up with labour supply, an economy enters 
the second stage of development (phase 2 in the diagram 1). Classical economics ceases to apply; 
as Lewis said “we are in the world of neo-classical economics, where all the factors of production 
are scarce, in the sense that their supply is inelastic. Wages are no longer constant as 
accumulation proceeds; the benefits of improved technology do not all accrue to profits; and the 
profit margin does not necessarily increase all the time”.  However, his theory mainly refers to 
the first stage development, as shortly concluded: wage, at the subsistence level, and labour, as 
the unskilled surplus, are the main characteristics in the labour market at the this stage (phase 1 
illustrated in diagram 1), leading the way that new industries can be created, or old industries 
expanded without limit at the existing wage. The capital accumulation is formed by continuously 
shifting all these surplus labour without any pressure to raise the wage.  
 
Limitations: 
 
1. Following the model and all its assumptions and logics, it is simple to draw the conclusion that 
rising wages in the capitalist sector is the real signal of depletion of agricultural surplus labour 
force. Although, Lewis did give some attention to the situation that wages might raise before the 
surplus labour turns to be exhausted, namely, wages may rise for exogenous reasons not 
necessarily due to the expansion of the capitalist sector itself. Like he stated "It may stop for any 
number of reasons which are outside the system of analysis, ranging from earthquake to social 
revolution. But it may also stop for the economic reason that although there is a labour surplus, 
real wage may nevertheless rise so high as to reduce capitalist’s profits to the level at which 
profits is all consumed and there is no net investment". However, he did not give much attention 
to the rural improvement and rural development, as well as the economic impact from the 
transferred labour back to rural development, which all together significantly important to the 
accountability of its conclusion which determined the point from labour surplus to the labour 
shortage.  
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2. The wage determination at the capitalist sector assumed does not follow the principle of labour 
productivity. Instead, the wage level in the capitalist sector depends upon earnings in the 
subsistence sector, and has to be higher than it. The subsistence wage may be determined by a 
conventional view of the minimum required for subsistence, or it may be equal to the average 
product per man in subsistence agriculture, plus a margin. So the key point here relies on the 
mechanism of this conventional wage determination. As in most cases, income of the subsistence 
sector mostly will be determined by the monetary yield converted by the agricultural production. 
Therefore the price of the agricultural products turns to be the key issue on this regards, which is 
required for the price determinations only by the market force, any kinds of intervention in the 
agricultural products price market will change the subsistence income, subsequently inducing the 
change of capitalist wages. Back to the point, raising wages in the capitalist sector matters a lot to 
his final conclusion.  
 
3. Another assumption in the Lewis model is based on endogenous factors causing the wage 
changes (mainly for wage increase in capitalist sector), however, it is very hard to prove that the 
wage changes is due to the endogenous or exogenous factors. Even though he assumed all factors 
are endogenous, the real situation is still complicated. It would be simple if there is no trade 
between the capitalist sector and subsistence sector, rising productivity in the peasant sector will 
certainly force up wages in the capitalist sector. If they trade, however, rising productivity may to 
some extent be offset by deteriorating terms of trade, even to the point where wages, considered 
not in terms of wage goods in general, but in terms of the commodities produced in the capitalist 
sector, may actually be reduced because the terms of trade are moving in favor of the capitalist 
sector. 
 
4. It seems that the wage differentials are the driving force for this labour migration, however, it 
could be only considered as the incentive. The essential driving force according to Lewis actually 
relies on the existence of labour surplus in the subsistence sector.  
 
5. Underestimated the impact of the agricultural development in terms of productivity 
improvement caused by technological adaption, capital accumulation, spread of education, 
infrastructure improvement, state of the arte, etc, to the process of labour migration.  
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6. Although Lewis’ theory is more focused on the classical aspect of an economy, when the 
economy entered the second stage of the development, as Lewis stated, it is the world of 
neo-classical, depicted as follows “as soon as capital catches up with labour, and starts to raise 
wages, capitalists turn to the kind of innovation which reduces the demand for labour. No matter 
how fast capital may accumulate, the argument must continue, capitalists are always able to find 
enough technological innovations of the adverse kind to offset capital accumulation and also 
those innovations which increase the demand for labour”. However, this technological innovation 
did not take place previously in the classical world according to Lewis. 
 
With the economy entering the second stage of the development, the dual structure within the 
economy seems to have disappeared. Employ the labour either from rural or urban sectors 
following the principles of labour productivity. However, it is not always true. As Marx 
mentioned, once the limit of labour supply was reached, accumulation would raise wages, this 
would promote the "deepening" of capital, and so wages would fall back to their previous 
subsistence level (Capital, Vol. I, Chapter XXV). Whether the wage will fall back to the 
subsistence level or not, at least Marx pointed out the most relatively true reaction from the 
capitalist sector that through the aggressive technological innovation, capitalist sector have more 
bargaining power on the wage determination. Also, given the nature development of agricultural 
sector (labour saving progress), the people who migrated previously, now considered as floating 
people, would exist in the urban sector, reforming the new dual sector in the economy. 
 
Contributions: 
1. Researching on development economic theory, anyone could understand without referring to 
Lewis' seminal model, as famous for his path-breaking work on the transfer of labour in 
conditions of unlimited supplies. More profoundly, his theory also contributed to the 
establishment of development economics as a specialized field of study. As Ranis (2004) in his 
paper entitled ‘Arthur Lewis’ Contribution to Development Thinking and Policy’, stated that 
Lewis’ model rooted in the classical tradition, plus its many extensions, generated an extensive 
literature at the center of development theory.  
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2. Recognizing the existence of informal sector in the development process makes Lewis' theory 
more practical to the reality. As in his "the Dual Economy Revisited" mentioned that the 
expansion of small scale activity in the modern sector is an important part of the development 
process. 
 
4. Lewis model actually mainly focused on the closed economy, but it does not inhibit his 
argument to the emphasis on the advantage of a developed subsistence sector. Even though, the 
expansion of international trade gives the great impact to the connection of domestic two sectors. 
Theoretically, the industrial sector’s development has less dependency on the traditional sector; 
however, in the under-developed countries one hardly found much food or raw materials huge 
imported to develop the industrial sector. Therefore, demand for the development of traditional 
sector becomes more and more significant, otherwise, given the reality of trade between two 
sectors (not totally, partly with international trade), as Lewis stated: If the modern sector depends 
on the traditional for part of its needs (e.g., food, raw materials), its continued expansion will 
depend on similar expansion of the commodities in the traditional sector, otherwise the terms of 
trade will move against it.  
 
5. The Lewis turning point, as the demarcation point illustrated a phenomenon called labour 
shortage given the proposition that surplus labour has been exhausted by the process, caused a 
great attention globally. However, it has to be more serious with what Lewis meant in this regard. 
As Lewis stated, it is clear enough that there can be in an overpopulated economy, an enormous 
expansion of new industries or new employment opportunities without any shortage of unskilled 
labour becoming apparent in the labour market. Therefore, it implies that the shortage of 
unskilled labourers would be the signal as referring to the turning point. As he also illustrated, 
there may at any time be a shortage of skilled workers of any grade – ranging from masons, 
electricians or welders to engineers, biologists or administrators. That is to say, any kind of 
skilled labour shortage could not be used as reference to conclude that a real labour shortage 
occurred in the economy.  
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ii. Ranis-Fei Labour Surplus Model 
By drawing liberally on the stock of already accepted ideas (mainly referring to the Lewis model) 
and recognizing the main drawbacks of indifference of the role of agriculture in boosting 
industrial expansion, John C.H Fei and Gustav Ranis, the successors of the Lewis model, 
proceeded to wave them into a general explanatory model of economic growth, as we call the 
‘Ranis-Fei Model’ (illustrated in diagram 3, an extension of the Lewis model), which is also 
known as the Labour Surplus Model.  
 
Famous through the publications such as "A Theory of Economic Development (1961)" and 
"Development of the Labour Surplus Economy: Theory and Policy (1964)", Ranis and Fei further 
expanded the models as the key contribution to update Lewis model was a great step forward. 
Hence, based on the analysis of dual economic structures, they also considered Lewis model as 
their starting point; they introduced the key concept of agricultural surplus, as the endogenous 
variables, which is promoted by the improvement of agricultural productivity, and determined the 
success of economic development. Also, by highlighting the significant role of agricultural 
development mainly in terms of technical progress and productivity increase, as the backbone of 
industrial expansion, they focused on Model II
14
 (as Lewis called), in which the capitalist sector 
depends on the non-capitalist for agricultural products to generate their model, as argued to 
subdivide the Lewis model into a three stages of economic growth. 
 
Therefore, to illustrate their model in a clear way, without quoting and modifying
15
 the diagram 
of agricultural sector seems difficult. In diagram 2, the total agricultural labour force is measured 
on the horizontal axis OM, and agricultural output is measured on the vertical axis on the left part 
with the extension of OX. The curve OKGN (from left to right) describes the total physical 
productivity of labour (TPP) in agricultural sector, which is also assumed to have a concave 
portion OKG showing a gradually diminishing marginal productivity of agricultural labour, and a 
                                                             
14 In Lewis theory, based on the trade relationship and the openness of the economy, the economic development is divided into 
three models. Model I is a typical closed economy, mainly used by Lewis; Model II also maintained closed economy, however the 
capitalist sector depends on the trade with the non-capitalist sector, e.g., for food or raw materials, but there is no international 
trade, mainly used by Ranis-Fei, and Jorgensen; and Model III, which is under the open economy, including the international trade 
as well.  
15 Based on the original model, the modification is simply combined with both MPP curve and TPP curve together in one diagram 
by the author. 
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horizontal portion GN where marginal product vanishes. The curve MISU (from right to left) 
describes the marginal physical productivity of labour (MPP) also in agricultural sector, with the 
average agricultural output is measured on the vertical axis on the right part with extension of 
MN. The vertical distance of MY is assumed to represent the institutional wage
16
. Therefore, it is 
clear to divided the development process into three stage, as the first stage when MPP=0; Second 
stage when 0<MPP<institutional wage rate; and the third stage when MPP>0.  
 
 
                                                             
16 Given the assumption that all agricultural output was assumed by agricultural labour force, therefore the institutional wage rate 
equals to the total output (MN) divided by the total labour force (OM), equals to the slope of ON line (as is reflected to point K on 
the TPP curve where the dotted tangential line at K is parallel to ON line). 
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In order to reflect the industrial sector in accordance with the changes in the agricultural sector, 
diagram 3 can be presented to illustrate a better position of the Ranis-Fei model; herein lies its 
similarity to Lewis model. Given all the above work, three stages of development now are into a 
clear picture: 
 
Phase 1: Disguised but visible unemployment  
The first stage is very similar to that of Lewis. Disguised unemployment is considered as 
“visible”, as the elasticity of labour supply is infinite and the marginal product of labour is zero. 
Referred to MPP curve in diagram 2, MI overlapped with the horizontal axis MO (from right to 
left). Therefore, any transferred labour from the agricultural sector will not change its total output. 
TPP curve appears constant (NG) to the total labour output with the process of agricultural 
surplus labour force re-allocated, and it is also where the agricultural surplus generated, since the 
transferred labourers stop to consume any longer in the agricultural sector.  
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Phase 2: Disguised but invisible unemployment 
Through concentrated analysis to the changes of agricultural development, the second stage starts 
with the rising productivity in agricultural sector, where MPP curve starts to upward (IS part 
illustrated in diagram 2). It maintained disguised unemployment because at this stage MPP is still 
less than the institutional wage rate, that is to say, agricultural labourer is still paid higher than 
his/her contribution to the output. Therefore, until phase 3, it is a regular process of re-allocation 
of the disguisedly unemployed agricultural labour force, the landlord is still indifferent to this 
labour transfer, considering the mindset of over-payment of the on-going migrant labour force. 
 
Given the notion which is called “invisible”, mainly because at this stage, with the process of 
labour transferred from agricultural sector starts to affect to its total agricultural output, as the 
TPP curve starts falling down, subsequently, increasing the food price as a result. Reflecting to 
the industrial sector, it still could not maintain the same wage rate as the phase 1 any longer, 
because the real wage of industrial workers decreased as induced by the increasing food price. 
That is why in diagram 3, the productive wage rate stats to rise upwards, as understanding in the 
way of wage compensation to the loss of real income induced by the food price rising. 
 
Phase 3: Commercialization 
“With the completion of the transfer of the disguisedly unemployed, there will occur a switch, 
forced by circumstance in employer behavior, i.e., the advent of a fully commercialized 
agricultural sector” (Ranis & Fei 1961). Stage three begins with the ongoing process of 
transformation of the agricultural labourer; since phases 1 and 2 had already marked off the 
existence of the disguisedly unemployed labour force in agricultural sector. However, at this 
stage, marginal productivity of labour exceeds the institutional wage rage (after the 
commercialization point in diagram 3), which the marginal contribution of labour to output 
become positive. As a result, the situation granted to any leftover labourers greater position to 
charge according to their marginal contributions in the market between landlords and industrial 
capitalists. That is to say, the agricultural sector becomes commercialized as the institutional 
wage is abandoned and competitive market forces yield the commonly accepted equilibrium 
conditions.  
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Limitations: 
 
1. By measuring the marginal product of labour in the agricultural sector to determine the 
existence of disguised unemployment seems very controversial, and also generated a large 
number of criticisms. Even Lewis in his later publications “Reflections on Unlimited Labour” 
clearly stated “whether marginal productivity is zero or negligible is not however of fundamental 
importance to the analysis, and it was probably a mistake to mention marginal productivity at all, 
since this has merely led to an irrelevant and intemperate controversy”. However, it is 
fundamentally important for the three stage divisions in Ranis-Fei model.  
 
2. As Fei and Ranis stated "landlords may be said to welcome the departure of disguised 
unemployed workers whose consumption exceeds their marginal product", however, it is 
irrational then as to why the landlord would hire these people at the first place. The point drawn 
is how to distinguish between units of labour hours and units of number of labourer, which is 
significant at this point. For example, it is very common to find that there are labour shortages in 
the planting and harvest seasons, even in the most populous agricultural countries. Unfortunately, 
within their model it could not be pointed out. As Benjamin (1966) in his review, saying Fei and 
Ranis failed to make the all-important distinction between marginal productivity in terms of 
numbers of workers, and marginal productivity in terms of hours per worker.  
 
Therefore, theoretically speaking, one can say that these people’s marginal productivity of labour 
is 0; however, if we look at the reality, none of these labeled people’s contribution is 0, especially 
in terms of hourly work. Generally it could only be concluded that there is a wide gap of the 
productivity effect in agricultural sector to be improved, in order to release some people out of it.  
 
3. The Ranis-Fei model ignored the role of foreign trade as they are still in the model II which 
focused still on a closed economy. It is observed in the process of the economic development 
Japan imported cheap farm products to improve the terms of trade. It may be pointed out that the 
relaxation of a closed economy assumption will soften the balanced growth constraints (Subrata, 
2003). 
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4. If the real wage of the industrial worker is equal to the agricultural real wage, then there is a 
tendency for the industrial supply curve of labour to turn upward. However, Ranis and Fei still 
maintains the opinion that with the disappearance of the disguisedly unemployed labour force (as 
the precondition) and the commercialization of the agricultural sector, the agricultural real wage 
then begins to rise. This leads to an increase in the industrial real wage level if the industrial 
employer is to compete successfully with the landlord for the use of the supply of labour. 
 
5. The crucial point based on the Fei-Ranis model, is the assumption of the type of employment 
in the agricultural sector. It seems that it is a wage-based type (capitalist or landlord hiring system) 
rather than a peasant cultivation basis (self-sustaining system). That is to say, by borrowing the 
notion of Lewis dual sector, however, they applied it with new definitions different from its 
original.  
 
6. The notion of institutional wage rate is different with the subsistence wage rate from the Lewis 
model, which is based on the assumption that all the agricultural output is totally consumed by 
the total agricultural labour force. Firstly, it is contrary to their position that the economy is 
closed but with trade between industrial and agricultural sectors in terms of food and raw 
materials. Secondly, the increase of food price which could cause the reduction of the real wage 
in the industrial sector, as they pointed out clearly, did not have any impact to the livelihood of 
rural peasants. This sounds like a twisted logic. 
 
Contributions: 
1. Through their criticism that Lewis failed to present a satisfactory analysis of the subsistence or 
agricultural sector, a notion of balanced growth criterion for the development economics within 
the dual structure was initiated by Ranis and Fei, as the logic depicted: any further transformation 
of labour from agricultural sector could reduce total agricultural production and if agricultural 
technology is stagnant, increased food prices will necessitate an increase of industrial wage. 
Since industrial expansion could be curbed as a result, at this point some of the surplus must be 
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used to increase agricultural productivity, or in other words a type of balanced growth is 
necessary. More simply, it lies in the question what proportions of this transformation would be 
good to balance with the level of development within both sectors, for example, the amount of 
released labour due to the increase of agricultural productivity, should at least not exceeds the 
amount of job creation in the capitalist sector. 
 
2. The wage increase mechanism in the industrial sector was realistically illustrated in the 
Ranis-Fei model. As the country enters phase 2, any transformation of agricultural labour force 
will affect the agricultural surplus, inducing the rise of food prices. Therefore, the wage in the 
industrial sector has to be raised to offset the portion of reduced real wage caused by the 
increasing food price. Due to the still lower marginal productivity compared to the institutional 
wage rate, this wage increase mechanism is still under a controlled scope. Continue to phase 3, 
where the marginal productivity in the agricultural sector exceeds the institutional wage rate, an 
increase in real wages will reduce profit and the size of the ‘surplus’ which could have been 
reinvested to promote industrialization. Therefore, the importance of agriculture in promoting 
industrialization is highlighted by this point of view. 
 
3. The notion of agricultural surplus, as the key instrument introduced in their model, could also 
provide a better explanation on the regards of the Lewis turning point which would occur at the 
worsening of the terms of trade in the industrial sector. Hence, we conclude that in the Fei-Ranis 
Model, the 'worsening of the terms of trade' for the industrial sector occurs as a result of a relative 
shortage of agricultural commodities seeking exchange for industrial goods in the market, and 
there is a tendency for the industrial supply curve to turn up when there begins to appear a 
shortage of agricultural goods measured in Average Agricultural Surplus
17
 - causing a decrease in 
the industrial real wage measured in terms of industrial goods. Furthermore, the larger the amount 
of surplus put into productive investment and the larger the amount of industrial profits earned, 
the larger will the rate of growth of the industrial economy be. 
 
                                                             
17 Average Agricultural Surplus, is defined as the total agricultural surplus available per head of allocated industrial workers. And 
Total Agricultural Surplus is defined as the portion of total agricultural output in excess of the consumption requirements of the 
agricultural labour force at the institutional wage. It may be viewed as agricultural resources released to the market through the 
re-allocation of agricultural workers. 
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4. As Lewis failed to present a satisfactory analysis of the subsistence of agricultural sector, the 
increase in productivity of labour should take place prior to the labour shift between the two 
sectors did not acknowledged (Ghatak, 2003). However, this point has been taken into 
consideration by Ranis and Fei. 
 
iii. Jorgensen Dual Economy Model 
Differing with Lewis, and Ranis-Fei (in which the models were constructed mainly for 
predictions), through proceeding from reviewing on other classical theories, under the 
neo-classical framework, Dale W. Jorgenson constructed his own model as a supplement to the 
Ranis-Fei model by a contrast analysis, using data, especially from Japan, as evidence even to 
reject the Ranis-Fei model. Jorgenson, through a neo-classical approach, developed a model on 
dual economy, analyzing the way that industrial sector expanded was dependent upon the 
development of the agriculture sector, with famous researches such as “The Development of a 
Dual Economy" and "Surplus Agricultural Labour and the Development of a Dual Economy". 
His model is also known as the ‘agricultural surplus’ model, given the perception that he 
considered agricultural surplus as fundamental precondition for the labour migration. 
 
In line with the classical assumptions, the dual economic divisions in Jorgensen’s model are also 
divided into two sectors, namely the manufacture sector with the advanced features, and the 
agriculture sector with backward features. Productive activity in each sector is assumed to be 
characterized by a function relating output to each of the factors of production - land, labour and 
capital. Therefore, in the agricultural sector, there are only the functions of land and labour; while 
in manufacturing sector, there are only the functions of capital and labour. Furthermore, each 
production function in both sectors are also assumed to shift over time so that a given bundle of 
factors will generate a higher level at one date than at an earlier date. The process is considered as 
autonomous shifts corresponding to technological changes. 
 
The Jorgensen model can be simply translated into diagram 4 illustrated below, when the food 
output is more than sufficient; that is to say, if the per capita food output exceeds the minimum 
level of per capita output needed for population to grow at its maximum rate at Point B in the 
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diagram, and the growth rate of agricultural production exceeds the rate of population growth at 
its maximum level, therefore the agricultural surplus emerges, illustrated in the dashed area. 
Subsequently, rural labour force surplus is generated at Point A, thereby ‘freeing’ some labour as 
migrants for employment in the industrial sector.  
 
 
 
Hence the persistence of a positive and growing agricultural surplus assures that the rate
18
 of 
growth is less than that of population; accordingly, the ratio of industrial labour force to 
agricultural labour force is always increasing, subsequently the migration continued its process to 
the industrial sector. Following this process
19
, the industrial sector then expanded, and the general 
national income was also accumulated. However, with the reverse process, the country will sink 
into the so called "low-level equilibrium trap”, as marked with the direction of the arrow to the 
                                                             
18 The rate of growth of the agricultural labour force is equal to the difference between the rate of growth of total population and 
the rate of technological progress in agriculture divided by the share of labour in agriculture, according to Jorgensen.  
19 However, this process is based on the another assumption that the rate of total agriculture output equals to the rate of 
population growth, that is to say, if there is no agricultural surplus, all labour remains on the land; if an agricultural surplus can be 
generated, a labour force available for employment in manufacturing grows at a rate which is equal to the rate of growth of the 
agricultural surplus. 
Time 
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37 
 
left in diagram 4. Therefore, the scale of agricultural surplus determines the development of 
industrial sector, as well as the scale of rural surplus labour for migration. 
 
Limitations: 
1. The rate of growth of the population depends linearly on the per capita food output, which 
through the historical evidence, already denied the positive relation between population growth 
rates with the food output; it may exist at the beginning phase of the development. However, for 
the long run, it does not have much accountability, if one takes the case of zero or negative birth 
rate in some of the European countries.  
 
2. The assumption that the technological change maintains at more or less a constant rate as 
changes caused by it are neutral
20
 can hardly be verified. For example, if technical progress can 
be accelerated by the accumulation of capital in agriculture, then the balance between food 
shortage and agricultural surplus may be tipped in favor of surplus. 
 
3. The model assumes that in the agricultural sector the production functions are only those of 
labour and fixed land alone. It also denied the capital accumulation in the agricultural 
development, thereby meaning that the agricultural surplus is mainly determined by the 
population growth. Given this assumption that land return with limits because of the absence of 
capital accumulation as well as the technological change with neutral features in agricultural 
sector.  
 
4. Jorgenson assumes that per capita food consumption is stationary in the presence of a 
manufacturing sector, and industrial workers consume all of their income and that capital owners 
save all of their income. This cannot be proven in the reality.  
  
Contributions: 
1. Differing from the classical models, the Jorgenson model is based not from the assumption of 
surplus labour as such but from the assumption regarding the supply function of labour for 
                                                             
20 A technological change is neutral, as Jorgenson explained, provided that for a given bundle of factors the marginal rate of 
substitution between factors with output held constant is the same before and after the change. 
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industry. In his model, the existence or non-existence of surplus labour is not considered as a 
crucial point; productivity per head rises in industry, since the labour cost of it rises from the very 
beginning: the supply curve of labour to industry were upward rising, being equal to the average 
earning per head in the rural sector. Therefore, it is necessary to deepen the relationship between 
supply function of labour for industry and labour income in the rural sector. 
 
2. Since the model is based on the notion of agricultural surplus, the development of industrial 
sector is critically dependent on the development of the agricultural sector. Therefore, the point of 
emphasis on agricultural development becomes very significant, as a reminder for the less 
developed countries for their strategic priority of economic development. From another point of 
view, by leading the agricultural development, benefiting the prosperity of peasants’ 
improvement: if the peasants become richer, the demand for non-agricultural goods and services 
of the kind whether as aids to their production, or else for personal consumption, which are most 
efficiently produced on an industrial basis. Therefore the very prosperity of agricultural sector 
will cause the industrial sector to expand as a payback. 
 
iv. Harris – Todaro Dual Economic Model 
Unlike all previous theories, the Harris-Todaro model denied the existence of the so-called 
‘surplus agricultural labour force’ in the under-developed countries, (although Jorgenson did not 
agree with the classical model on the hypothesis of unlimited labour surplus, and the generation 
of labour force surplus, as the labour migration from agricultural to industrial is still the result of 
agricultural surplus), therefore, argued that labour migration from rural to urban is based on a 
rational expectation equilibrium of individual labour, which determined by the discrepancy of 
urban-rural expected income. The more this discrepancy is, the more migrants flow into urban 
sector.  
 
Through the curious economic phenomenon in many less developed economies: despite the 
existence of positive marginal products in agriculture and significant levels of urban 
unemployment, rural-urban labour migration not only continues to exist, but indeed, appears to 
be accelerating (Harris & Todaro, 1970), J. R. Harris and M. P. Todaro built up a dual economic 
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model in 1970,  with their outstanding papers entitled like “Migration, Unemployment and 
Development: A Two-Sector Analysis” and “A Model of Labor Migration and Urban 
Unemployment in Less Developed Countries”, which is a model developed and used in 
development economics and welfare economics to explain some of the issues concerning 
rural-urban migration. It also supplemented the deficiency of classical model in terms of 
verifying the reason that the rural-urban migration in a context of high urban unemployment can 
be economically rational. 
 
The model assumed that the migration decision is based on the expected income differentials 
between rural and urban areas rather than just wage differentials, specifically, when analyzing the 
determinants of labour supplies, one must look not at the prevailing real income differentials as 
such but rather at the rural-urban 'expected' income differential, based on two principal variables: 
first, the urban-rural real income differential; and second, the probability of obtaining an urban 
job. Different with other theories, the Harris-Todaro model combined the characteristics of less 
developed countries' real situations; the process of rural-urban migration was divided into two 
stages. The first stage is that the unskilled rural worker will migrate to an urban area and initially 
spend a certain period of time in the so-called 'urban traditional' sector; and the second stage is 
reached with the eventual attainment of a more permanent modern sector job. Their model 
(diagram 5) also consists of two sectors: modern industrial and traditional agricultural sectors, 
which is more or less the same as classical one. Total labour force is L, which LA is the workers 
in agriculture sector, LM is workers in the modern sector, and LU is workers unemployed. AA 
represents the demand for labour in agriculture and MM represents demand for labour in the 
modern sector. 
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At the initial case which is based on the assumption that wages are flexible in both sectors, as the 
wages are equal, there is no condition to induce any migration. However, the migration started 
with wage in the modern sector which was stuck at level WM, which is higher than the level that 
would clear the labour market. Subsequently, the unemployment is induced. As expected income 
in urban sector equals to (LM / LM + LU)* WM, which is higher than the rural income, the 
migration process started. This can be shown in the above diagram, where qq is the expected 
income in the city. As they migrated, two things would happen: the rural wage would rise, and the 
urban workforce would also rise. Since rural workers will perceive a (LM / LM + LU) chance of 
getting an urban job, rural-urban migration will continue. The equilibrium condition when rural 
wage WA equals to expected urban income that would make workers indifferent between being in 
the city or the countryside, and that is where qq curve cross with AA curve. No further migration 
will take place.  
 
Limitations: 
1. The model assumes that unemployment is non-existent in the rural agricultural sector (since it 
is purely a clear labour market), which in a sense denies the existence of rural surplus labour, 
A 
M 
q 
A 
M 
q 
LA LM LA 
 
LM 
 LU 
Diagram 5 Harris-Todaro Model 
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obviously, this is not the case in most of the developing countries, like China or India.  
 
2. The model fully recognized the effect and the role of the market economy, which assumed that 
rural agricultural production and the subsequent labour market is perfectly competitive. Therefore, 
it has to give the full autonomy to all factors of the market. Otherwise, any bureaucratic or 
administrative regulation will disrupt the equilibrium. Given the free labour mobilization, it will 
definitely not suit the case in China.  
 
3. When the urban unemployment emerged, the model does not take into account of the urban 
living cost for those unemployed who are floating among the society. Connecting it to the reality 
of the relocation of these unemployed persons, it does not really give much attention to the 
rationality even in the theoretical illustration.  
 
4. Regarding the migration decision making process, the model, in a sense, assumes that potential 
migrants are neutral to risk based on the same magnitude of expected rural income and expected 
urban income, of which the reflection of economic realities becomes questionable, as potential 
migrants are likely risk averse.  
 
5. Job creation and rural development policies to tackle the high urban unemployment are 
obviously good solutions. However, based on the model illustration, restrictions on the urban 
income (mainly as minimum wage) seems also one plausible way out, which has to be given a 
big question mark in the reality.  
 
Contribution: 
1. In striking contrast to the sophisticated theories of unemployment in developed countries, there 
have been few attempts to formulate a realistic positive theory of urban unemployment for 
under-developed countries. Also, in the light of conventional economic models with their singular 
dependence on the achievement of a full employment equilibrium through appropriate wage and 
price adjustments are hard put to provide rational behavioral explanations for these sizable and 
growing levels of urban unemployment in the absence of absolute labour redundancy in the 
economy as a whole (Harris & Todaro, 1970). The Harris-Todaro model would definitely have 
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great contributions. 
 
2. The recognition of the two-stage process of migration really drew attention to the real situation 
in less developed economies; it also brought the theory of the critical segregation within the 
urban labour market, as the first stage of migration.  
 
3. It also gives the positive recognition of rural development in contributing to the reduction of 
urban high unemployment. As the logic depicted in their model: as long as the urban-rural real 
income differential continues to rise sufficiently fast to offset any sustained increase in the rate of 
job creation, then even in spite of the long-run stabilizing effect of a lower probability of 
successfully finding modern sector employment, the lure of relatively higher permanent incomes 
will continue to attract a steady stream of rural migrants into the ever more congested urban 
slums. Therefore, the most significant policy implication emerging from the model is the great 
difficulty of substantially reducing the size of the urban traditional sector without a concentrated 
effort at making rural life more attractive. 
 
4. The model explains internal migration in China as the regional income gap has been proved to 
be a primary drive of rural-urban migration, while urban unemployment is local governments' 
main concern in many cities (Zhao Zhong, 2003). 
 
5. From the point of aggressive adoption of the new technology in the rural development, a more 
serious caution that is given by the Harris-Todaro model relies on the following: the premature 
mechanization of agriculture through the adoption of the most modern techniques of large-scale 
farming poses serious problems for rural labour absorption (Todaro, 1969). 
 
In summary, the theory for development of a dual economy for the under-developed economies 
has been approached within both the classical and neo-classical frameworks, from different 
perspectives, analyzing the same process of a dual structure development. The classical one most 
represented by the Lewis and Ranis-Fei models while the neo-classical perspective is represented 
most by the Jorgenson and Harris–Todaro models. The prime difference between these two 
approaches is in conditions governing the supply of labour from an agricultural (or traditional, 
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unproductive, backward, subsistence) sector to an industrial (or modern, productive, advanced, 
capitalist) sector. Apart from this, there are more distinguishments based on the following 
theoretical assumptions as analyzed below: 
 
v. Theoretical Assumptions in Summary 
a. On wage rate determination 
The real wage rate in the agricultural sector is assumed to be fixed (in terms of agricultural goods) 
rather than variable, as the fundamental assumption held by the classical approach. Therefore, to 
the industrial sector (as main labour receiving destination), labour (as factors of production) is 
available in unlimited amounts at a fixed (or proportional) level accordingly. However, in the 
neo-classical approach labour is never available to the industrial sector without sacrificing 
agricultural output. From the point of view of industrial sector the real-wage rate rises steadily 
over time, depending on the rates of technological progress in both sectors and the rate of capital 
accumulation. Therefore, disguised unemployment is automatically considered to be non-existent 
in the neo-classical theory (Jorgensen, 1969). 
 
b. On marginal productivity of labour 
In the neo-classical theory, it is assumed that the marginal productivity of labour in agriculture is 
always positive, that is to say, the labour is never redundant. More concretely, there is no level of 
the agricultural labour force at which the marginal productivity of labour is negligible, zero or 
negative. However, it is not the same assumption in the classical theory.  As the perception is 
taken in this way, if the population exceeds the quantity at which the marginal productivity of 
labour becomes zero, labour is available to the industrial sector without loss of agricultural output. 
Then the disguised unemployment which exists within the agricultural sector is exactly measured 
by the notion of marginal productivity of labour in the classical approach. 
 
c. On technological changes 
Technological changes, especially in the agricultural sector, are considered as one of key 
distinguishing characteristics in the neo-classical theory relating to the conditions governing the 
supply of labour; which is, on the contrary, not applied in the classical assumption. For example, 
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the size of the labour force for which the marginal productivity of labour becomes zero will 
remain the same since the technological changes in classical theory. In short, technological 
changes are allowed to take place in the neo-classical theory but not in the classical one.  
 
d. On demographic changes 
Regarding to the demographic changes, in the classical approach, it is assumed that the 
population growth is fixed. It can be understood in the way that an unlimited supply of labour 
may have its origin in population growth, but it is not affected by activity in either the agricultural 
or industrial sectors until the phase of disguised unemployment is completed (as shown in the 
Lewis model). Furthermore, they also take population growth as a known phenomenon 
exogenous to their theory (the Ranis-Fei model). Hence, for classical theory, it is assumed that so 
long as there is disguised unemployment, population expands at the same rate as the growth of 
agricultural output. On the contrary, in the neo-classical approach the agricultural labour force 
may rise, fall, or remain constant. 
 
e. On scarcity of labour  
Labour scarcity is argued to be the boundary between the classical and the neo-classical 
approaches. Basically, when the surplus labour is exhausted in supply (along with capital catches 
up with labour supply), an economy enters upon the phase of development, where classical 
economical approach ceases to apply; and neo-classical one comes into the stage, where all the 
factors of production are scarce, in the sense that their supply is inelastic. So, the basic point 
made by classical theory of growth for an advanced economy applies after this phase of 
development has been reached. 
 
All the above selected models are the core essence of the development economic theory, 
containing high research and theoretical values especially for the development of dual economy, 
from each perspective explores the labour migration process under the dual economic structure to 
the theory of development and economic growth. Also the dual economy models have been 
extended to include dynamic behaviors. These models are fairly complex as they deal with 
dynamic optimization problems (Subrata, 2003). Synthesized together, it could probably include 
the overall economic phenomenon in the dual economy, like Lewis focused on the labour surplus 
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re-allocation process to the growth of national accounts; Ranis-Fei placed extra emphasis on 
industrialization with the development of agriculture; Jorgensen relied on the development of 
agricultural surplus to the process of labour migration; and Harris-Todaro centered at the urban 
unemployment and underemployment to a balanced growth of a dual economy. However, no 
economic model exists without its particular limitations, but it does not prevent further theoretical 
study with a great direction and high reference values. 
 
Apart from the above presented models, there are other famous models available as well, such as 
the  push-pull theory, migration and development transition, historical-structural and political 
economy model, the role of systems and networks, the ‘new economics’ of migration, so on and 
so forth. However they are the theories not mainly focused on the labour migration within the 
dual structures, instead, with more emphasis on the migration theory as a whole, and more 
attention to international migration rather than the domestic one, however they do have great 
contributions with valuable points could be taken into consideration to understand better of the 
issues, like labour migration in the dual economy. Taking push-pull theory for instance, it is a 
neoclassical theory that emphasizes tendencies of people to move from densely to sparsely 
populated areas or from low-income to high-income areas, or link migrations to fluctuations in 
the business cycle. Although it is not the theory based on the labour market, their key points as 
called push factors and pull factors
21
 would be contributed in a simple way to verify the process 
of labour migration as well.  
 
vi. Tripartite Labour Supply Model 
Based on the above theoretical analysis, benefiting from their great contributions, also starting 
from the above-mentioned limitations, a tripartite labour mobilization model is initiated by author 
in the context of a dual economic structure. It is a model which adopted the core essence from a 
series of theoretical advantages, especially from the forenamed selected theories, such as, the 
reservation of the dual sector divisions from Lewis, absorption of the compensatory wage 
mechanism of Ranis-Fei, acceptance of the differentials of expected income as main driving force 
                                                             
21 In the push-pull theory, push factors include demographic growth low living standards, lack of economic opportunities and 
political repression. And pull factors are demand for labour, availability of land, good economic opportunities and political 
freedoms. 
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for labour migration from Harris-Todaro, as well as the notion of agricultural surplus from 
Jorgensen. In the meantime, assumptions and derivations of the model are also formed, mainly 
based on huge amounts of facts and experiences, especially the special conditions and historical 
development experience from China. 
 
Therefore, the reallocation
22
 process of rural surplus labour force
23
 can be seen with three 
dimensions of transfer: the first is spatial dimension, namely, the transfer of the labour force from 
rural to urban, or from backward region to the advanced region; the second is the industrial 
dimension, namely, the shift from the traditional industry (agriculture) to the modern industry 
(secondary & tertiary industry); and the third is the structural dimension, namely, the shift from 
inefficient sector to efficient sector. In addition, it also analyzes the shift in the earning 
differentials from lower level to the higher level. Along with such a process in contributing to the 
facilitation of urbanization and industrialization, at one hand, in result of the economic growth, 
capital accumulation, and national accounts increasing; at the other hand on contrary, in witness 
of emergence of various social conflicts, such as, the wide spread of slum phenomenon, 
worsening inequality, expending gap between rich and poor, misbalancing regional development, 
as well as the remaining highly rate of urban unemployment. Therefore, a scientific and rational 
guide in transfer of rural surplus labour force, bearing equal attention in a balanced development 
among industries, as well as a proper composition between the level of urbanization and 
industrialization, etc, is in need and becomes a major strategic issues for each under-developed 
with huge surplus labour force country. 
 
a, Dual sector assumption: 
Dual sector divisions from most literatures of development economics are defined in a very 
simple way, as taking for granted referring to the common sense in the theory of development of 
dual economy, as summarized in the following divisions: subsistence versus capitalist, 
unproductive versus productive, backward versus advanced, traditional versus modern, 
                                                             
22 Here the notion “reallocation” could be replaced by “transfer”, however, given the emphasize of the idea to pursue of a model 
to guide the migration process more scientific and rational; also to match the Chinese characteristics with strong planned 
administrative complexion, in which the reallocation is more proper. 
23 In some papers, it is also called agricultural surplus labour force. However, in consideration of the fact that agricultural sector 
nowadays is no more with characteristics like unproductive, backward. Therefore, the rural surplus labour force places here in 
purpose with a broader covers, also including the agricultural sector.  
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agricultural versus industrial, as well as the rural versus urban. Therefore, as a fact, these notions 
were chaotically used in the current literatures. However it is not difficult to distinguish them into 
the absolute divisions. For example, a self-employed person undertaking a great number of one to 
five workers in small units of economic activities (as is called informal sector) located in the 
peri-urban areas, can hardly be categorized into any of the above divisions. Also, it is clear that 
today’s industry includes a great number of various traditional activities, in which may have 
several of the characteristics of the backward features.  
 
Similarly, the agricultural sector may include relatively advanced sub-sectors. It may be also 
reciprocating from country to country, for example, the small-scale industry in Japan can be 
considered as backward sector, and some plantation agriculture in Asia could be regarded as 
advanced sector as well. Therefore, the essential distinction is between agriculture which uses 
capital produced in the advanced or modern sector and agriculture which uses only traditional 
forms of capital. Since the development economic theory is focused most on the under-developed 
countries, the agricultural sector utilizes modern forms of capital, as Jorgensen called 
"Commercialized Agriculture", will be not the issue in this paper. But bearing in mind, it does not 
deny the limited role of technology in the development of agricultural productivity.  
 
In fact, any attempt to draw the line of the divisions theoretically could rather bring more 
confusion than itself as a common result. Nevertheless, it is comparatively easy when narrowing 
the scope with a specific case. As taking the example from China, the dual divisions could be 
depicted into the following way. The whole economy is divided into rural and urban sectors. In 
the rural sector, each person is granted the entitlement of accessing cultivable land with limited 
capital and technology, with employment mainly in the form of self-employment, and as a sector 
with non-capitalist working environment, variously comprised of peasants, artisanal producers 
and domestic servants. The urban sector is the part of the economy which uses sophisticated 
machine technology, with patterns of organization, employment contracts, office routines, 
bureaucratic patters of authority of a type found in developed industrial economies, and caters for 
the high-income sector of the consumer market, as the idea mainly browed from David (1975) 
definitions, and it is the sector of the economy where labour is employed for wages for 
profit-making purposes. 
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b, Special note on labour surplus economy: 
In the economic point of view, surplus labour force could be measured by marginal productivity 
of labour equals to zero or negative in the given sector, thereby the labour force, as the same as 
other factors of production, is considered as surplus. However, when it comes to the reality, 
especially in the economic sector marked as backward, low-productivity, unskilled, low-paid, and 
etc, people marked as surplus sound very raspy, with a strong ignorance of their economic and 
social contributions. Furthermore, no evidence could be found in reality to prove the existence of 
so-called labour with surplus features. Apart from the peaking period of planting and harvesting 
seasons, whence facing the serious situation of labour shortage, people shared work load and 
working time among each other, (especially among the family members ) even at the off seasons. 
That is to say, no one’s inputs of work can be treated as useless. Going back to the marginal 
theory, nobody could be said as having negligible or even zero marginal productivity of labour.  
 
Therefore, the labour surplus economy in this paper does not refer to any individual labourer; 
instead it highly recognizes his/her contributions to the economic development. The reasons why 
it is called surplus are as follows: firstly, it mainly refers to a country with a large population that 
over exceeds its capacity to allocate them into non-agricultural sectors, which as a result leaves a 
great number of labour maintained in the rural area involving with comparatively unproductive 
work with shared workload or work time, such as China and India. Secondly, rural development 
especially in terms of the improvement of agricultural productivity mainly by the adoption of 
technology with labour-saving features results in the fact that more and more labour force will be 
released along with the process. If such country does not promptly reallocate this part of released 
labour force into other productive activities (not necessarily transferring them to urban sectors), 
they might remain as they were in rural areas and be considered as ‘disguised unemployed 
labour’. Thirdly, along with the spread of education universalization, a great number of people in 
rural areas receive more and higher education, part of them may not like to participate in the 
agricultural cultivation activities, however at the meanwhile, with limited absorption capacity of 
fledgling non-agricultural sectors (mainly refers to the industrial sector), part of these labour 
force still have to maintain in the rural area, involving in the unwilling desire economic activities, 
so on and so forth.  
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Therefore in this model, little attention has been paid to the marginal productivity of labour, as 
the fundamental measurement in determining which persons must be transferred as surplus (like 
classical positions). Labour surplus economy is rather considered as an economic phenomenon 
than its concrete meanings. Also, the evidences have been found that those who had firstly 
migrated or transferred normally are the people with spirit of adventure, and comparatively high 
skills, education, even economic background. From another point of view, the so-called labour 
surplus economy in the under-developed countries is a process that capitalist relations of 
production is infiltrated into traditional agricultural sector, causing a series of change in terms of 
agricultural relations of production, general law of capitalist accumulation, reflected to the 
dynamic performance of agricultural sector. 
 
c, Triple labour market assumption 
Before making the assumption on labour market into triple divisions, it is necessary to verify the 
logics behind it. It starts with the interactions between rural and urban sectors, since the urban 
sector specializes in the production of manufactured goods and series of production of services, 
part of which is exported to the rural sector in exchange for agricultural goods; the rural sector 
has a choice of either using all available labour to produce agricultural goods, (some of which is 
exported to the urban sector), or using only part of its labour to produce the same amount of 
goods while exporting the remaining labour to the urban sector in return for wages, in which the 
part of labour as migrants retained their ties to the rural sector and the income that they earned as 
semi-urban workers will be considered, from the standpoint of sectoral welfare, as accruing to the 
rural sector
24
.  
 
The reason why the migrant workers are considered as semi-urban workers makes a huge 
difference, since the urban labour force consists of permanent urban citizens, as proletariat 
without any ties to the rural cultivable land, but enjoying the urban welfare as compensation. That 
is to say, these transferred migrants, due to the fact that they are still entitled of having access to 
the cultivable land (even though they might actually not attached to the rural sector any longer), 
                                                             
24 The depicted process is more or less the same to the paper from Harris and Todaro in 1970, however it is different 
fundamentally because of attitude towards these migrants either as a separation from urban workers or considering as urban 
workers. That is why the semi-urban worker is used with purpose.  
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are not in the same position as other urban workers receiving the same entitlement by the identity 
of permanent urban citizens. Also applied to the agricultural producers, these transferred migrants 
due to the fact are actively in the urban sector, (although they still can move back to the rural 
sector at any time they want), which are also in a different position with these agricultural 
producers in the rural sector.  
 
This point is where the labour market division was initiated. Hence, based on these recognitions, 
and together with the different characteristics of labour by professions, the entire labour market is 
divided into three sectors (see in diagram 6), namely, the agricultural producers labour market, 
floating migrants labour market, and urban labour market. As both rural and labour sectors are 
subdivided into two labour markets, with the common features on accessing to cultivable land, 
rural sector is divided into agricultural producers and floating migrant workers; and with the 
common features on shared workplace, urban sector is divided into migrant workers and urban 
citizens.  
 
 
 
 
 
Rural Sector Urban Sector 
Agricultural                  
Producers LM 
Floating  
Migrants 
LM 
Urban 
 LM 
 
LAND 
Diagram 6, Labour Market Triple Divisions 
Source: Self-compiled 
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With the help of previous assumptions on dual sectors, both agricultural producers’ labour market 
and urban labour market are comparatively easy to understand. The floating migrants that are left 
in the labour market are a little bit complicated. However, as a matter of the fact, the process of 
rural-urban migration is indeed as simple as a labour migrating physically from the rural area to 
the urban area. Still, it cannot be taken for granted as the process has been done as a result. More 
specifically, we can take the Harris-Todaro model to elaborate, as it pointed out that this 
migration process involved two stages: at the first stage labour involving a period of time in the 
urban ‘traditional sector’, and the second stage reaching a permanent modern sector. Not to 
underestimate the professional competence of rural migrants in comparison with the urban 
workers, in general
25
, given the "congenital" differentials in terms of education, vocational skills, 
rural migrants can hardly stand in the same position as urban workers competing in the skilled 
urban labour market. Therefore, the second stage for these rural migrants as reaching a permanent 
modern sector would be unpractical; at least this is not the case in current China. But it indeed 
highly recognizes this separation by professions in the urban sector, as their first stage, pointing 
out the profession mainly took by the rural migrants in the urban traditional sector, marked as 
low-skilled, low-paid, and low value-added. However, bearing in mind, this segregation does not 
in any position deny the interactions of both rural migrants and urban citizens employed in both 
markets, more clearly, a small proportion of rural migrants employed in the skilled urban labour 
market, and a small proportion of urban citizens employed in the floating migrants labour market 
as well.  
 
d. Homo economicus assumption 
Monetary incentive has been mainly used for migration decision-making assumptions in the most 
theory of development economics, with differences in mere matters of various forms or names. 
However, it has already been updated from the singular inducement to a more complicated theory. 
Like the previous model’s assumptions, from the only wage gaps, to more factors included, such 
as, expected income differentials, factor of probability to find a job, urban unemployment, so on 
                                                             
25 Due to the land and urban welfare entitlements are granted to people based on their birth place either rural or urban. The 
administrative restrictions are placed for this rural and urban migration process. Therefore it is not easy to change one’s status 
among both. And here it mainly refers to a statical situation based on the general process on migration, which except cases that 
there are small proportion of people through other channels changes their status from rural peasant to urban citizen, as the case in 
China, higher education is the main channel.  
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and so forth. Therefore, in this paper, the monetary incentive is still placed with the primary 
inducement for the migration decision-making process, but not the sole factor which dominates 
the final resolution. To elaborate this point, the concept of ‘homo economicus’ has to be used and 
with little modifications, in which many economic theories consider that  human acts to obtain 
the highest possible well-being for himself or herself given available information about 
opportunities and other constraints, both natural and institutional, on his/her ability to achieve 
his/her predetermined goals. As the modifications that could be used for this model, family as a 
whole has to behave like this individual homo economicus. And the migration decision-making 
process is also involved with the maximum utility of interest as for the whole family, given the 
concern that family as a whole cultivates the land in which was granted from each of the family 
member.  
 
However this monetary incentive is somewhat not the same as the one in the previous theories. 
To understand this point, one has to go back to the migration process within this model. Since the 
entire labour market was subdivided into triple sectors, the rural-urban migration process 
subsequently turns to be different with the regular one, as the rural migrants mostly flow into the 
floating migrants labour market instead of the skilled urban labour market. Different with the 
classical approach measured by the marginal productivity of labour, there does not exist the 
so-called rural ‘surplus’ labour force26 in this model, since each peasant is granted with a fixed 
amount of land to cultivate. None of their marginal outputs could be considered as negligible, 
zero, or even negative. However, due to the positive impact of the development of agriculture 
(partly benefited by the interactions from the non-agricultural sector), like the shared 
infrastructure, improved medical and health conditions, commanded newly-technology, invented 
newly-varieties, adopted fertilizers and biotechnology, and etc, all directly or indirectly increased 
agricultural productivity, which inducing the release of more and more labour force in general 
(given the reduction of the work time). Thuswise, the rural labour force naturally granted the 
objective conditions with transferable
27
, furthermore, this transferable feature does not 
necessarily have to be alternative at the same time; that is to say, the people who choose to 
                                                             
26 The existence of rural surplus labour force in this paper could be only referred to the measurement of the unit of labour time 
instead of the unit of labour. And it is also mainly targeted at the collective level instead of the individual one.  
27 In the theoretical point of view, it is indeed for everyone who under this circumstance has the feature of transferable, however, 
as for the real migration, there are other factors, as arguing in the following part, impacting to the final decision.  
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migrant does not necessarily has to give up their cultivation activity in the rural area. For example, 
the optimal combination, from the point of homo economicus, lies in the fact that people migrates 
within the slack time, and returns at the busy farming season. As to the family, divisions of labour 
could be formed with some migrates and the left still attached to the land, reaching the optimal 
combination with the maximum of the family utility.  
 
Therefore, back to the argument regarding the differences in terms of the monetary incentive 
comparing with the previous theories relies on the following three points. Firstly, the statement 
held by the classical approach that so long as the industrial wage is higher than the subsistence or 
institutional wage, the labour supply turns to be infinite. However this is based on the alternative 
choice of the work between agricultural and industrial sector for the rural migrant, which is not 
properly applied to the current model given the above elaborations. Therefore, in this model, as 
long as there is surplus left after deducting the living cost from the migrant wage
28
 in the urban 
area, part of the family members would supply their labour with infinite (at the aggregate level 
when supply exceeds the demand). However, from the micro level, this supply of labour is not 
infinite until the surplus exceeds their average earnings in the rural sector and deducting other 
costs of social factors, so that the people would give up their agricultural production activity and 
migrate for the industrial work in urban sector, then the supply of labour becomes real infinite of 
supply.  
 
Secondly, under the framework of labour market triple divisions, the recognition of the so-called 
‘rural-urban’ migration actually works following the direction from peasant rural labour market to 
the floating migrant labour market, whose wage level is lower than the skilled urban labour 
market in general. Therefore, reflecting to the monetary incentive aspect, in weighing up whether 
to migrate, peasants are not comparing rural income with urban wages, but rural income with 
migrant wages.  
 
 
                                                             
28 This point seems to be the fundamental features for any kind of job. One would supply his labour force if the earning cannot 
even cover his basic needs for survive. Therefore, at this stage, any kind of regular job could be accepted by the rural migrants. 
However, from the perception of the industrial sector, any provided wage lower than the rural income could hardly employ any 
labourer from the rural sector, resulting in the migrant net wage at least higher than the average rural income.  
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Thirdly, along with the rural development as a result of the increasing agricultural productivity 
mainly induced by the endogenous factors, it is also partly due to the absent consumptions of 
transferred rural migrants, the rural livelihood is improving dramatically in the performance of 
increasing average income. It is assumed to be a significant factor which has a strong impact to 
people’s mentality in determining whether to migrate or to still be attached to the agricultural 
production activities. That is to say, the higher the rural income causes a lower desire for 
migration. This logic could be understood in the theory of opportunity cost as well. In the 
meantime, whatever matters to the rural income, such as agricultural products price mechanism in 
the food market, could also become an indirect factor as well.  
 
In addition, apart from the economic factors such as the monetary incentive as the most form, 
there are other factors played equal weight as for the migration decision-making process in terms 
of social, political, cultural, custom, family, gender, so on and so forth. Back to the model, since 
the dual division assumption was based on the social differentiations, as peasant granted for 
entitlement of using land, and citizen covered by the urban welfare system, an obvious 
administrative intervention as one of the political factors plays a crucial role from the macro level 
influencing the process of rural-urban migration.  
 
e, Special note on floating migrants 
No matter a labour market labeled as dual or triple features, after all it is a kind of man-induced 
division. Any created division without labour as the principal part of the labour market could be 
unprevailing at the end. Based on the fundamental understandings with the existing (theoretically) 
divisions of labour by the dual economic sector, both rural and urban labour markets are 
self-evident, as simple as any labourer working under the principle of either rural labour market 
or urban labour market, based on the rural-urban dual divisions. Therefore, a further note on the 
floating migrant labour market has to be specified under the context of the triple divisions. First 
of all, from the sources of the labour reservoir perspective, the principal parts of the floating 
migrant labour market are mainly filled by the labour from rural sector. However, apart from the 
seasonal connections with their land, once migrated they separated away the relationship with 
rural labour market mostly; Second of all, they participated in the general urban labour market, 
however most involving in the traditional sector of the profession which is different with the 
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skilled labour market that are filled mainly by the urban citizens. Simply speaking, they are 
neither adjusted by the regulatory mechanism of rural labour market nor by the urban one. Third 
of all, based on the entitlements segregated by the administrative interventions, on the one hand, 
rural migrants still enjoy the access to the cultivable land based on their rural privilege; on the 
other hand, they are treated differently with urban citizens who were not granted the entitlement 
of using land instead of an urban welfare system. Apart from these obvious features that a simple 
dual division can hardly elaborate with pinpoints, there are more reasons that required a separate 
division for these rural migrants, as well as the reasons why they are labeled as floating 
attribution: 
 
1. Floating migrants would be used to refer to the people who migrate for employment from the 
rural sector to the urban sector in this constructed model. For the reasons why it does not use 
the accepted terminology as migrant workers, it relies on the following argument: migrant 
workers do not have a unified definition
29
 so far, which is different from country to country, 
but still based on the permanent employment as for migration as common feature. It is 
fundamentally different with the feature in this model, as the role that institutional 
segregation played. That is to say, they are the people who migrated for employment 
temporarily or seasonally, not able to settle down as the result of institutional barriers; 
 
2. Floating migrants have strong flexibility. Different with the urban labourer who, once 
unemployed, will mostly rely on the social protection system, the floating migrants could 
easily move back to the rural area and rely on their land as the last resort for survival. Based 
on the homo economicus assumption, comparing with the expected income between rural and 
urban sectors, the difference in levels could determine the optimal combination of migration 
decisions either by time in terms of individual labourer or by amount of labour to supply in 
terms of family. Likewise, it also applies to the regional migration, even cross the national 
boundary, floating migrants stand also in a flexible position to move back to the original 
region or country when the prosperous economy facing difficulties. 
                                                             
29 For example, in the United States, migrant worker is commonly used to describe low-wage workers performing manual labour 
in the agriculture field. But the term foreign worker is generally used in the United States to refer to someone fitting the 
international (UN) definition of a migrant worker. 
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3. Unlike the skilled labour with technical qualifications or education, floating migrants in the 
model are mostly unskilled. And following the principle of division of labour, together with a 
small proportion of urban labourers they occupied the most of the low-skill-required job 
sector. And based on their weak competitiveness comparing with the skilled labour, the 
conditional jobs that were left by the skilled workers with features of lower working 
conditions such as, dangerous, dirty, un-decent, etc., for floating migrants. Due to the 
different entitlements, lack of job security and absence of relevant social regimes, 
marginalized the general situation of floating migrants; 
 
4. Wage gaps between urban sector and rural sector, are considered as the precondition for the 
existence of the floating migrant labour market. That is to say, the migrant wage level must 
be higher than the rural wage level and lower than the urban one. Once these gaps have 
disappeared, there is no necessity for the rural peasants to be transferred to the floating 
labour market (as the buffering transition), instead they will go directly to the urban labour 
market. More specifically, the wage rate determination of the urban sector cannot continue as 
the previous situation which is more in favor of the employer side; 
 
5. Lastly, the floating migrants are also with ‘reflux’ characteristic, namely, under the given 
circumstances, floating migrants intend to return back to the rural area even though other 
variables are fixed. For example, not only with the bad business circle which are lack of job 
opportunities, floating migrants still intend to reflux with other reasons both physically and 
mentally. However, due to the process of rural development, from another point of view, it is 
also a labour-saving process, which in general hinders the pace of this refluxed phenomenon. 
It pulls floating migrants in a real worse situation, as some of them have to really float 
between rural and urban sector.  
 
f, Tripartite Labour Supply Model 
Based on all the above assumptions and elaborations, a tripartite labour supply model is 
constructed in the following diagram (diagram 7), illustrating the whole process of labour 
mobilization among the triple divisions of labour market. As the whole labour force was 
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subsequently divided into three parts, agricultural producer labour force, migrant labour force and 
urban labour force, each of their supply function is based on the relations between wage and 
labour. As is shown in the diagram, the vertical axis represents the real wage rate, and horizontal 
axis left for amount of labour force. Four levels of wage rates were given under statical 
comparisons, as the highest level of urban wage, and lowest of migrant living cost. However, 
different with wage rate of both urban labour market and floating migrant labour market which 
are in the form of direct remuneration of labour, the one for agricultural producer labour market is 
considered as a consolidated revenues, including all the forms of monetary receiving, like the 
yield of agricultural products, farming subsidies, as well as the part transited by the floating 
migrants, so on and so forth. Therefore, each labour supply curve would be elaborated 
respectively; afterwards, a four-stage of development with all the connections and interactions 
among the curves will be discussed in the following.  
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Notes: Migrant wage – migrant living costs = migrant net earnings 
 
1. Urban Labour Market & Rural Labour Market (as a whole) 
The supply curve of urban labour market is demonstrated in a vertical with rightward bulged 
shape. Due to the interference of institutional barriers segregating urban population with the rural 
population, the overall supply of labour curve is manifested with inelasticity to the real wage, 
which is reflected in a combination with a stable proportion of labour force and a given level of 
wage rate. That is to say, all the working-age population of the urban sector has to participate in 
the urban labour market regardless of any given rate of wage (but above a minimum level), 
including the people who are even unemployed. With the rightward bulged part is illustrating a 
proportion of any forms of official immigration either from abroad or from rural sector. And as 
for the reason why the curve does not continuously bend rightward, it is because the model does 
not follow the Malthusian theory on population, given the consideration of the low birth rate and 
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high aging society as the general features of the current population tendency in most of the 
countries.   
 
Regarding to the situation for rural labour market as a whole, illustrated as the most right curve in 
the diagram, it is very similar to the supply curve of urban one, shared the most part almost the 
same. The only slight difference lies in the leftward bulged shape (the first part in the upward 
direction), which is because of the official immigration to the urban sector, and with the rest part 
also following the explanation of urban one.  
 
2. Peasant Labour Market & Floating Migrant Labour Market 
From left to right, apart from the leftmost curve and rightmost curve, with the blue curve 
demonstrates the labour supply function represents the floating migrants and the red one 
represents the rural peasant. Given the consideration that they were supposed put in different 
labour markets, to see their individual supply curve under the relations between wage and labour. 
However, it does not much suit to the peasant labour market, since the employment-ship is 
assumed to be based on the family basis as self-employed. However, the peasant labour supply 
curve should not be against with the positive relationship between wage and labour, on the 
contrary, as is exactly shown a negative relationship as a result, which is mainly because of the 
inversely proportional relationship
30
 of both peasants and floating migrants, since they actually 
subdivided the whole rural labour force into two proportions. That is to say, even the income of 
peasant increased, due to the huge attractions of labour to migrate to the floating market, as a 
result, the supply of labour in the peasant sector is still decreasing, as is clearly demonstrated in 
the diagram. As for the floating migrant labour supply curve, apart from several shifts, (as 
divided by the turning point C, D and E), it maintains the positive feature between wage and 
labour. To be noted, they are brought into the same diagram, is only for the sake of demonstrating 
a clear interaction and impact with each other. Therefore, both curves do not necessarily have to 
cross with each other, as the diagram seems to have manifested.  
 
                                                             
30 Since the net population growth in a long run is considered stable as mainly impacted by both natural fertility rate and 
mortality rate, which is not following Malthusian theory on population, it is, therefore guaranteed the stable proportion of rural 
labour force as a whole. 
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3. Four-stage of development 
 
Phase i,  
For the floating migrant labour market, the initial wage provided does not necessarily have to 
exceed the rate of rural income. Theoretically, so long as it is higher than the rate of migrant 
living cost, deducting other factors of migration, there are people who would like to supply their 
labour force, under the context of family optimal combination as homo economicus assumption, 
and the higher the wage is provided, the more labour force would supply. That is to say, under the 
fixed agricultural output as preconditions, as long as the migrants get any positive surplus, as 
additional earnings for the family as a whole, either amount of labour force or amount of working 
time would supply in form, as phase i, marked in the diagram at both labour markets. Hence, at 
this stage, urban sector expended with two features, first with extremely cheap labour, second 
with a slow pace attributed to the limited supply of labour. Increasing the migrant wage rate could 
benefit the pace of capitalist expansion.  
 
Phase ii, 
Till the migrant wage rate increases to a point where its net earning rate exceeds the rural income 
rate, the development process entered into the second stage, as phase ii, illustrated in the diagram. 
At this stage, floating migrant labour supply curve parallels with horizontal axis, demonstrating 
an infinite supply of labour, namely, unlimited supply of labour. Because, based on any optimal 
combinations either individual or group, migrate to the urban sector would be the best, since the 
wage offered could even offset the agricultural loss attributed by the reduction of agricultural 
output.  
 
And for the peasant labour market, due to this on-going migration process, the total amount of 
peasants subsequently demonstrated a decrease. Meanwhile, the so-called “agricultural surplus” 
by Jorgensen is produced, resulting in the improvement of the livelihood for the peasants left. 
Together with the rural development, as discussed earlier, the rural income is subsequently 
increased. However, this process ends when the rural income equals to the migrant wage rate, as 
the development entered into another stage. To be noted, regarding to the question under the 
perspective of an unlimited supply of labour, why the reducing process of labour from peasant 
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labour market presented a gradual rate instead of a dramatical one? It mainly attributed to the 
institutional restrictions.  
 
Phase iii, 
When a peasant earns the amount of money at rural sector as the same as he/she will earn when 
migrating into urban sector, without any higher wage offer, the process of capitalist expansion 
definitely hindered by the limited supply of labour, however, it does not deny a proportional 
migration process still going-on based on their rural-urban propensity either to work or live. But 
it definitely ceased the supply of labour with unlimited features. So, the differentials between 
migrant wage and rural income starts to play a role in the migration process at this stage, the 
bigger the differentials is, the more people left rural activity migrating to urban sector. And for 
the peasant labour market, due to the comparatively slower pace of the migration process, the 
amount of peasants still manifested a reducing feature, but with a slower pace, as the curve 
presented a steeper shape comparing with the previous stage (after turning point M). Furthermore, 
given the existence of wage differentials comparing to the urban wage, the capitalists are still 
with the privilege to hire more floating migrants, considering the labour costs.  
 
Phase iv, 
Along with the ongoing process of capitalist expansion, rural-urban migration, as well as the rural 
development, migrant wage together with rural income sooner or later will reach to the initial 
wage of urban sector, like E, F, and G and their above part in the diagram, as is named of phase iv. 
However, the floating migrant labour market lost its position at this stage, since its existence is 
based on the differentials between urban wage and rural income. And now, when the rural income 
equals to the initial wage rate of urban sector, peasants turn to be equal with urban labourers 
competing for employment in the same labour market. It is the stage, which is argued by Lewis 
and Ranis-Fei, entering the neo-classical theory, with the wage determination mechanism is 
mainly based on the concept of marginal effect, and the dual division of labour would disappear 
afterwards. However, in this model, it does not necessarily follow to this trend, given the role of 
institutional barriers is still under function, as a result, making the people in floating migrant 
labour market becomes like a real floating population dissociating in the urban sector.  
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To be noted, this model has been designed only with the conceptual ideas, demonstrated a 
dynamic process of labour mobilization among the initiated divisions. All the slopes of the 
presented curves did not following the accurate parameters, therefore without strictly comparable 
features among each other. However, each curve indeed demonstrated in the way nearest to the 
features of reality. Last but not the least, given the restrictions that the model was designed in a 
planar graph, the timing dimension is missed. It might cause the misunderstandings to some 
points, especially in the phase iv, as the model seems to present a simultaneous process among 
the three labour markets, that is to say, it looks like three labour markets reached to phase iv in 
the same time, which is not the point that the model was intend to imply, as the 3D diagram 
illustrated in diagram 8. It might happen simultaneously, but it does not matter to the proposition 
of the model and its arguments.  
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Key findings: 
i. Point D in the diagram, as the most important point in the model, would be called as ‘Lewis 
Turning Point’, also known as ‘labour shortage turning point’. As a turning point 
demonstrated where rural surplus labour force becomes exhausted and marginal productivity 
of labour becomes positive. The wage increased subsequently mainly due to this. However, 
this fundamental argument of classical approach would be denied by this model, since the 
migrant wage increased mainly due to the nearest approach of rural income, not really 
because of the exhaustion of rural surplus labour. Even, regardless of the exogenous factors 
which would benefit the increase of rural income, like food price, grain subsidy, adoption of 
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technology, etc, some endogenous factors like, the absence of the consumption of transferred 
labour in rural sector (as called agricultural surplus by Ranis and Fei), or the remittance from 
part of migrant wage, indeed facilitate the process of rural income increasing. Although 
Ranis-Fei, and Jorgensen, introduced the notion of agricultural surplus, due to their 
underestimation, nobody paid attention to the real impact to the rural income. Therefore, it is 
not a labour shortage turning point; the increase of migrant wage could not prove the real 
exhaustion of rural surplus labour. 
ii. Both classical and neo-classical theory in dual economy, as taking for granted, consider the 
labour with absolute free mobility in the labour market. Referring to the period called 
‘unlimited supply of labour’, all the labour labeled as ‘surplus’ would migrate to the urban 
sector in the same time when the industrial wage provided higher than the subsistence or 
institutional wage, caused severe urban unemployment and underemployment as Harris and 
Todaro argued. It actually explained the formation of slum phenomenon in some of the 
under-developed countries, such as India. However, it is typically not the case for the country 
that had gone through a proper land revolution, like China, replaced by strong institutional 
barriers within the dual divisions. When discussing the international migration under the 
regional disparity, the relevant institutional restrictions would definitely play a bigger role, 
which as the basic assumptions were taking into account in this model, as it perfectly explain 
the gradual process of the migration even at the period of ‘unlimited supply’ of labour.  
iii. Due to the presumption of labour as homogenous, and the decision-making process as mainly 
based on the individual consideration, the initial wage of urban sector was assumed to be set 
at least some proportion higher than the subsistence wage as the starting point for the 
capitalist expansion in most of the literatures in development economics. For example, Lewis 
initially considered the gap between capitalist wages and subsistence earnings should be 30% 
or more and later adjusted this figure upward to 50% or more. Ranis-Fei updated this 
assumption, however, only at the part of wage formation in the subsistence sector, called 
institutional wage. Therefore all of them denied a situation that the capitalist wage might start 
even lower than the subsistence wage, which exactly had been proven in this model. The 
decision-making process is not always made by the individual. Sometimes, it is based on 
group consideration; a migration occurred as accepting a lower wage (even lower than the 
subsistence wage) could hardly make sense in their theory. As phase i illustrated in the model, 
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the initial wage offered to the migrants is a process of capitalist exploration.  
iv. Ever since the concept of balanced development was initiated, reflecting to the labour market 
on the labour reallocation process, kind of regulatory mechanisms were existed innately, 
either in the form of the ‘invisible hand’ as the free market mechanism or a ‘visible hand’ like 
institutional intervention as supplementary mechanism. Therefore, to match the pace of 
capitalist expansion, this regulatory mechanism could be placed to guide a rational and 
scientific labour reallocation in case of the emergence of slum phenomenon, as well as the 
high unemployment rate in the urban areas, especially during the period of unlimited supply 
of labour. As illustrated in the diagram 7, let OT presents the whole amount of rural labour 
force, PQ = RS presents the proportion of labour force transferred during the unlimited 
period, and QR manifested the overlapped proportion of labour force in the phase iii, which 
is strongly impacted by the two curs’ movements, as diagram 9 illustrated. The movements 
of both floating migrant curve and peasant curve, are illustrated, demonstrating a vivid 
process of the impact by this regulatory mechanism in terms of balanced development.  
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v. Since the signal as raising the migrant wage does not necessarily mean the exhaustion of 
rural surplus labour force, therefore point D in the diagram could not be considered as labour 
shortage turning point. A question followed may ask subsequently as which point would be 
in this model then. As discussed earlier, there are too many variables influencing the function 
of supply curve. It can hardly find the exact turning point of labour shortage, as it might exist 
at any part of phase iii even iv of the model. Reflected to the time dimension, the labour 
shortage as a phenomenon could be a period of time instead of an exact point. Therefore, any 
attempt to estimate this turning point will not make much sense in this model. Furthermore, 
as argued by the classical models, after the turning point, an economy entered into a phase 
under neo-classical features, in which age determination follows the rules of marginal effects. 
Reflected to this model, it is more complicated in phase iii. Because for any capitalist in the 
urban sector, when the marginal productivity of labour exceeds the rate of rural income, none 
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of any migrant labour will be paid by their marginal contribution. Only when the rate of rural 
income starts to be higher than the marginal productivity of labour, then it follows with the 
neo-classical rules. And it might start at point of phase iii or exactly at phase iv.  
vi. When the economy entered a world called neo-classical, as previous models stated, it is a 
world without dual divisions. However it is based on the regardless of the role played by the 
institutional interventions. As phase iv presented in the model, although the labour supply 
curve started following the rules of marginal effect, and labour seems no difference among 
three labour markets, given the consideration of labour only as production factor. However, it 
does not mean the real end of divisions in the case that the institutional barriers still segregate 
people from rural to urban.  
 
In summary 
 
Essentially, the evolution and development of the theory of dual economy, as the selected and 
constructed models illustrated, lies in a transition process of capitalist expansion with labour 
reallocation process from rural to urban, agricultural to industrial, unproductive to productive, 
lower-income to higher-income, so on and so forth.  Like, Rostow (1956) defines this as a 
period of two or three decades during which the economy transforms itself in such a way that 
economic growth becomes, subsequently, more or less automatic; its characteristics are a 
reduction of the rural proportion of the population, and continuous flowering of industry 
stimulated by the availability of surplus labour.  
 
Triple divisions of labour market, as a new idea under the framework of accepted dual economy, 
indeed brings a different perspective comparing to the dominant ideology of labour migration. 
Although it was constructed with most concerns and assumptions mainly in the case of China, 
most of the derived arguments still have strong reference values for other economies as well. 
There are many similarities to the regional migrations cross countries, like Kindleberger (1967), 
described the migration of surplus labour from the Maghreb countries of Northern Africa and 
Turkey to Europe during the postwar boom of the European Community, which more or less the 
same story as China. Furthermore, there are some arguments and conclusions which are against 
with existed theories, however, it could not deny the fact that they contributed as the 
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supplementation to the accepted theories or models. Therefore it provided an alternative thinking 
to verify some practical issues, like the most stereotype idea, taking the Lewis turning point for 
granted as a point of exhaustion of rural surplus labour force, under the context of overwhelming 
phenomenon of labour shortage.  
 
Going back to the core concerns of economic development, along with the rapid process of 
capitalist expansion, it seems to be justified that the economy will become developed as long as 
more surplus labour are reallocated to the urban sector. However, it could be mainly referring to 
the industrial sector, even though the rural sector indeed benefited by the overflowed prosperity, 
like the shared public infrastructures. Another situation only when the trade between two sectors 
starts to squeeze the profit of industrial sector induced by the slow pace of rural development or 
agricultural output impacted by the aggressive labour transfer, otherwise, this unequal 
development will hardly stop. It is the point also recognized by Lewis in his later research, 
entitled ‘the Dual Economy Revisited’ said: People surprised and disillusioned that the rapid 
expansion of modern sectors that has occurred in under-developed countries over the past two 
decades has not "trickled down" to bring equal prosperity to the traditional sectors. It somehow 
explained from another perspective of the spread of inequality within the dual sector, as the 
witness of the persistent and expended gaps between rural and urban, rich and poor. 
Unfortunately, this is the only fact that has been pointed out, and there is little theoretical 
reference which could be taken up to tackle the problems. Therefore, some interventions are 
called to play a role on this regards, since the ‘market failure’. 
 
From a heterodox point of view, (considering any interventions limiting people’s freedom of 
mobilization within his/her own country could be hardly accepted by the mainstream theories), 
by fully-recognizing the role played by the institutional interventions, this tripartite labour supply 
model stands in a position that could initiate some possible solutions. For example, to avoid the 
formation of slum phenomenon, institutional interventions indeed played a critical role. Like the 
model presented, under the period called unlimited supply, not all the labour labeled as surplus 
migrated into urban sector simultaneously. More importantly, this role can be played under the 
concept of balanced development in the dual sectors of economy. However, it is considered as a 
very dangerous toolkit. Inappropriately usage could cause serious economic and social chaos as a 
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result. Nevertheless, to say the least, this toolkit should also not be considered narrowly as it only 
in the form of limitation the freedom of people’s mobilization. It is a broad concept with various 
forms of influence, not only to the migration process, but also involving with other indirect 
factors. Like any social and economic policies which could improve of the livelihood of peasants, 
indirectly influence the migration decisions, such as the abolition of the agricultural tax, 
intervention to the price of agricultural products, so on and so forth.  
 
Last but not least, any model, if it works only in its own theory without verifying by the practice, 
is considered as infructuous. Since the model has been designed specifically for the case of China, 
the verification of its effectiveness is therefore based on the combination of theory and practice. 
Given the persistent and lively debate on the topic whether China already passed the Lewis 
turning point or not, ever since the first labour shortage phenomenon occurred in 2004, most 
researches based on the analysis of the wage changes, and marginal effects, were tried to verify 
their conclusions. However, under the framework of the tripartite labour supply model, it brings 
another perspective.  
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Chapter III. Model Validation and Analysis 
 
Any economic model in the absence of data validation is just a mere scrap of paper, does not 
have the practical effectiveness. Hence, based on the previous theoretical analysis, verifying the 
research question whether China still has the so-called rural surplus labour force, by using the 
application of Tripartite Labour Supply Model and its assumptions, yet has to be verified by the 
actual situation of China. Therefore, it starts with China's dual economy assumptions: as they are 
performed in many areas. Such as, the agricultural and non-agricultural division as a result of 
household registration system induced by the administrative control over people's mobility; 
urban-rural differentiation as the matter of its own different levels of production relations and 
productivities; agricultural and industrial division by the selective separation of developmental 
paths; east-west regional difference induced by the national strategical choices; as well as the 
labour market division leading by the professional polarizations, so on and so forth. Therefore, in 
this chapter, through the review of history, especially by applying the relevant data from 1978 to 
2013 into the constructed model are the way to prove the previous-mentioned assumptions on 
China’s economic dualism.  
 
i. Validation on Dual Structural Assumptions 
a. The Institutional Dualism 
Ever shortly after the founding of new China (1949), there were many divarications on the choice 
of priority in economic development path. And eventually it was settled down on the 
development of heavy industry as the priority, initiated by the general route and general task of 
communist transition period
31
 (from 1949 to 1957 the end of the socialist transformation). As for 
the reasons, there are various which could be represented in the most two points (Wu, 2004), first, 
the former Soviet Union was through the priority development of heavy industry in order to 
achieve socialist industrialization, therefore, it had high reference for just the founding of new 
China; second, the country got security threats as of the result from the Korean War, while the 
western blockage embargo on China also pushed an urgent demand for the establishment of an 
                                                             
31 To basically achieve the state-owned industrialization and socialist transformation of industry, handicrafts and capitalist 
industry and commerce in a fairly long period of time; 
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independent industrial system. 
 
Just exactly based on this socialist path of prioritizing the industrialization, coupled with the 
suffering of almost nearly a century of wars, as for the newly founded China, its industrialized 
foundation was very weak, especially in need a huge amount of capital accumulation. Hence, on 
the one hand, government had to maintain the original agricultural output pattern; and on the 
other hand it also must adopt means to increase agricultural production; and the basic means for 
the former one lie in the effort to limit farmers on the land, while for the later one was leading 
and organizing farmers to take the collectivization of agriculture road (as it was called 
cooperatives and people's commune movement) (China, 2011). Anyway, it rested with the effort 
to limit farmers on the agricultural production. Such a shift can be clearly demonstrated by the 
four times of constitutional amendments since the founding of the country. The first constitution 
was promulgated in 1954, in which the article 90 expressly guarantee the fundamental right of 
citizens of freedom of movement; However, affected by the Cultural Revolution, such the right 
had disappeared in the 1975's provisions of the Constitution. and in the latter years of the 
Constitution amendments, for example, as the pressure of the Educated Youth back to the city of 
1978, the practical consideration of not yet giving up the planned economy system in 1982, the 
citizens' freedom of movement no longer appeared again in the subsequent times of amendments 
to the Constitution. 
 
Meanwhile, in 1958 the People's Congress passed "Household Registration Regulations" also 
known as “Hukou system”, as the legal form officially started restricting citizens' living and 
migration. article 10, paragraph 2 of which stipulates:" Citizens from rural to urban areas, must 
hold the employment permit by urban labour department, school admission proof, or the 
acceptance letter from urban household registration office, and conduct the moving out 
formalities at the permanent residence registration office. Ever since then, government began to 
implement strict restrictions and controls over people's free mobility, the first time clearly divided 
citizens into "agricultural Hukou and non-agricultural Hukou", with the principle for new-born 
babies following the mother's status (Zhang, 2008). Therefore the urban-rural dual structure was 
finally established by these kinds of institutionalized provisions. Moreover, with the 
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implementation of the food policy known as "Unified Purchases and Sales (统购统销)", as well 
as the national food ration system known as "food stamps", concretely deepened the isolation of 
the city from the countryside, under the planned economic system vividly embodied the dual 
divisions of the economy and society.  
 
However, regarding to the household registration system, it could be traced back to the Shang 
Dynasty period of China (dating back more than 3,600 years of history), according to the Oracle 
records (Zhang, 2008). But until 1958, it had never been a restricted provision over citizens' 
freedom of movement. But with the emergence of economic reform and opening up policy (1978), 
automatically, created a huge demand for labour leading by the economic development, hence it 
was the time to loosen the restrictions of household registration management. As in 1980s, the 
policy like "agricultural people to be given non-agricultural status" was launched by the Ministry 
of Public Security. For example, the 1984 "Notice on the Settlement of Farmers Enter into 
Township" allowed farmers taking their own grain ration into township, and 1985's 
implementation of resident identity system. In the 1990s, the reform of Hukou system gradually 
began to be put on the agenda. Until 1994, the abolition of the dual divisions of agricultural and 
non-agricultural Hukou by the classified food rations standards, instead of the classification by 
residence and occupation (CPPCC, 2007). As entering the new century, "On the Promotion of 
Small-towns Hukou System Reform Views" initiated by the Ministry of Public Security in 2001, 
was no longer abided by the quota system towards the small towns’ settlement of Hukou. More 
recently, as in 2008, the central government promulgated "On Promoting Rural Reforms and 
Development with Several Major Issues Resolution", like provisions to overall plan for 
urban-rural social management, facilitate the reforms of Hukou system, loosen small-medium 
towns settlement of Hukou requirements, enable the farmers who currently resident in city 
orderly becoming official urban residents. According to the relevant news, as of March 2009, 
there were 13 out of 31 provinces, municipalities and autonomous regions had been abolished 
agricultural and non-agricultural Hukou division (RMLT, 2014). 
 
Ever since the convening of 18th National Congress of Communist Party of China (2012) and the 
3rd Plenary Session of the 18th Central Committee (2013), "On the Further Reforms of Hukou 
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System Views" as it came into being, remarked further promotion to the Hukou system had enter 
the stage of full implementation, with main guiding principles: fully liberalized restrictions to the 
small and medium cities (less than 500,000 inhabitants); orderly release restrictions towards 
medium-sized city (500,000 to 1 million inhabitants); reasonably determine the settlement 
requirements towards big cities (1 to 5 million inhabitants); strictly control the population size 
towards mega-cities (more than 5 million inhabitants). It called for the establishment of the 
urban-rural integrated Hukou registration system, and since then, the real elimination of division 
by agricultural and non-agricultural Hukou, instead of the unified registration as resident Hukou. 
This could indicate the end of the agricultural and non-agricultural Hukou division substantially 
exited Chinese modern history with more than half century long. However, how to gradually strip 
various social welfares which has tied to the Hukou system will be the main target and the most 
difficult points to the reform. Regarding to the most concerned issue towards farmers’ land, at the 
current stage, it cannot trade the land contract rights, homestead use rights, collective profit 
allocation rights, with the settlement requirements for being a urban citizen. 
 
Hukou system consists of three main areas of content, one is the management of basic population 
information, second is of public security management, and third is of control over people's 
mobility (Zhang, 2008), of which the most controversial and heated debate lies in the third one. 
However, it is not just a simple administrative registration system. A complete reform of Hukou 
system relies on the changes of rural land use right, family planning policy, and other relevant 
rights related to the urban Hukou. For example, in the eve of the Two Sessions in 2013, Gu 
Shengzu, one of the members of the Standing Committee of National People's Congress, vice 
president of China National Democratic Construction Association, publicly expressed that there 
are more than 60 kinds of inequalities between rural and urban Hukou in terms of social and 
economic welfares (Zhou, 2013), which is closely linked to the land rights, employment, 
education, income distribution, housing welfare, health care, and social security system, so on 
and so forth. It has been the most robust and difficult institutional conventions under the dual 
economy. 
 
Reflected on the population data by the Hukou demographics, the share of rural population only 
declined from 84.2% (1978) to 64.7% in 2012. But if adopted the resident approach, the 
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magnitude of the decline is more profound, from 82.1% to 47.4% (2012), which has been 
mentioned earlier as the data reference to the current measurement of China's urbanization rate 
reported of more than 50 percent in 2011. As shown below in Chart 3 the comparison of China's 
urbanization rate under two statistical approaches. Simply speaking, the administrative system is 
adopted by the Hukou status and the residence system is based on the statistical criteria of 
permanent residents more than 6 months during a year to determine the share of urban and rural 
inhabitants. Through a simple calculation, 17.3% (230 million) as the difference of two 
approaches would be the group of farmers long-term resides in the urban areas more than 6 
months, which more or less matches the current reported amount of migrant workers (260 
million).  
 
 
b. Developmental Dualism 
China’s dualism could be looked from another perspective, namely, the present developmental 
situation. It was subject to the priority of development of heavy industry as the distinguishing 
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feature, shortly after the founding of the country, combining the actual situation at that time: the 
comparatively bigger share of agriculture out of the national account; and the weaker industrial 
foundations. By mainly using the administrative interventions, the state adopted the so-called 
"Price Scissors Mechanism", and assisted by the unified purchases and sales of agricultural 
products, as well the food ration system, twisted the patterns of Chinese agriculture and industry. 
However, the priority to the development of heavy industry was at the expense of long-term 
development of agriculture as the cost, which not only induced the long-term slow growth in 
agricultural production, but also stimulated the accumulation of rural surplus labour force. The 
caused disguised unemployment in rural areas made even prominent to Chinese dual economic 
structures. In the early years of new China (1949), the share of gross industrial output value was 
only 30 percent (Guo & Li, 2011), and it even doubled in 1994 with 67.9 percent out of national 
gross domestic product, see Chart 7 the share of the three strata of industry to the increase of the 
GDP. And from the perspective of dual structural intensity, it is generally measured by the 
relative income gap between agricultural and non-agricultural sectors. According to the statistical 
analysis of economist Kuznets, the biggest gap among the most developing countries is 4.09 
times, however China reached as high as 6.08 times in 1979 (Zhang, 2001). 
 
However, from the economic reform and the "opening up" policy to 1985, the situation has been 
gradually eased. As the reform firstly started from rural areas by the rural household contract 
responsibility system, and ever since the prevalent implementation, which enabled a faster 
progress in agriculture, in the meantime the industrial product prices were remained relatively 
stable (Guo & Li, 2011). Thus the difference between agricultural producers and industrial 
workers and the gap between urban and rural differences were shrinked with narrowing trend at 
this stage. And the reform shifted to urban after 1985, along with the rapid economic growth, the 
income of urban residents was also increased dramatically. Unfortunately, since then China's dual 
economic structure was again strengthened, reflected in the income gap between urban and rural 
areas, as clearly demonstrated in Chart 4 shown below, the proportion of urban wage to the 
income of agricultural producer induced from 2.6 times to 1.8 times. And then it started to 
continued steady increase until last year reached of 3.0. From the overall perspective, the speed 
of urban disposable income growth was higher than that of farmers, although it had slowed down 
after 2008 and onwards, but the absolute value still accounted 3 times the rural income level.
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As the development of the strategic adjustment and economic system reforms ever since 1978, 
the economic operation mechanism occurred with fundamental changes. Readjustment of the 
market mechanism for the resources allocation function started to grow, the structural changes 
promoted by the executive power, leading to a market oriented economy. Meanwhile, in the 
context the loosening restrictions towards Hukou system and repealed other institutional barriers, 
the so-called rural surplus labour force began to mobilize to non-agricultural sectors, resulting in 
the adjustment of employment structure of the dual economy. As Chart 5 demonstrated bellow, 
the share of agricultural employment out of the total employment dropped dramatically from 70.5 
percent in 1978 to 33.6 percent in 2012. 35 years' development totally inverted the original 
structure of agricultural and non-agricultural employment share. 
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Chart 4, Per Capita Annual Income of Urban and Rural Households 
(RMB)， 1978-2013 
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Note: Disposable income refers to the sum of final consumption expenditures and other 
non-compulsory expenditure that is the freely disposable household income. And net 
income of rural households refers to the total income of rural households from all sources 
minus all corresponding expenses. Data on income and expenditure of Urban and Rural 
Households are obtained from the sample survey on urban households and the sample 
survey on rural households. 
Source: National Bureau of Statistics. 
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Furthermore, the value share of agricultural output also began a significant change, which 
although as the average annual growth rate of 12.2 percent steadily growing, but its share of the 
Gross National Product began to decline since 2003, comparing to the peak level in history after 
the reform (1982) of 33.4 percent, dropped approximately 23 percentage points till 2012, as 
clearly presented in Chart 6 below.  
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Notes: 1.From 1990 to 2000, the total number of employed persons were estimated according to 
labour force survey and population census. Since 2001, It was revised according to the 6th 
National Population Census;2.Data of employed persons in urban units do not include those of 
private enterprises; 3.Data adopting new classification criteria since 2012 are not comparable 
with the previous.And here the employed persons refer to persons aged 16 and over who are 
engaged in gainful employment and thus receive remuneration payment or earn business 
income. The agricultural sector refers to agriculture, forestry, animal husbandry and fishery 
industries. 
Source: National Bureau of Statistics. 
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China's economic growth over the past two decades has been a remarkable and rapid phase, with 
the average annual GDP growth maintain at two digital level (10.3 percent). Affected by the 
global financial crisis, although it began to decline since 2008, but still maintained at a level 
above 7 percent. From the contributions of the three strata of industry, the one of agriculture (5 
percent) towards economic growth does not match its employment share (33 percent), in which 
its contribution steadily stand at 5 percent level, marked a continuous declining tendency, as 
shown in the Chart 7, share of the contribution of the three strata of industry to the increase of the 
GDP. 
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Chart 6, Gross Domestic Product (100 million RMB) and its 
Composition, 1978-2013  
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Note: Gross Domestic Product (GDP) here refers to the value perspective, namely, the balance of 
total value of all goods and services produced by all resident units during a certain period of time, 
minus the total value of input of goods and services of the nature of non-fixed assets, it measured 
by the production approach. 
Source: National Bureau of Statistics. 
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c. West-East Dualism 
The expanding gap of development between eastern and central-western becomes another 
significant feature of China's dual economic structure. Influenced by the relevant policies and the 
intervention of the post centralized planned economy, eastern coastal areas in the form of Special 
Economic Zones became an experimental field in the initial reform and opening up, and naturally 
became the most beneficial and the fastest growing region eventually. The developmental strategy 
of central government, as put into a simple slogan "Let some part of people get rich first, then the 
rich first pushing those being rich later, and ultimately achieve common prosperity ", facilitated 
by the administrative intervention and preferential policies, had driven a rapid development. 
Although, the developmental direction began to turn west since 2000, by initiated the "Go West" 
strategic adjustment. It was on the central government’s political agenda as a national strategy to 
“utilize the surplus capacity of the East to develop the economy and society of the West, also to 
strengthen the national defense”, dating back to the beginning of the 21st Century (China West, 
2010). Nevertheless, it strongly induced a profound dual regional pattern of development, namely, 
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the East is with modern manufacturing and related service as main sectors, and left central and 
west mainly with traditional agricultural production, which had induced income gap subsequently 
with the regional characteristic: starting to differentiate, and showing a trend of expansion. As 
manifested vividly with Map 2 of annual per capita income by provinces in 2011. The blue areas 
represent the average income of their provinces over the national average level, the darker the 
color, the higher degree of the weight exceeded. It is relatively easy to be noticed of the 
differences between the eastern and western, more specifically, provinces or cities like Beijing, 
Shanghai, Tianjin, Guangdong, Zhejiang, Jiangsu, Fujian, Shandong and Liaoning consisted the 
East, seriously surpassed Xinjian, Gansu, Qinghai, Guizhou, Xizang and Yunnan that of the West, 
formed a typical regional dualizaton phenomenon of China. 
 
Map 2, Annual Per Capita Income by Provinces, 2011 
 
Source: National Bureau of Statistics. 
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ii. Verification of Triple Division of Labour Market 
a. Labour Market Formation 
From a strict point of view, there is no so-called labour market in China under the planned 
economy, because labour fundamentally cannot be treated as attribute of any kind of commodity 
within the socialist system, even hardly to be taken into the account through the market allocation 
mechanism (Li, 2009). Pre-reform China was a typical agricultural country, 80 percent of 
population lived in rural areas, and 70 percent of labour force were engaged in agricultural 
production. Due to the preferential developmental path on industry, 30 percent of employment 
created 48 percent of high rate
32
 of industrialization as of 1978, while 70 percent of employment 
contrarily produced 28 percent of agricultural value. To explain this distorted economic 
phenomenon, it has to start with the unique characteristic of Chinese labour market, especially 
with the employment mechanism.  
 
Before the economic reform, under the planned economic system, Chinese employment was 
presented by its own patterns, as literal translation of "Communal Pot (a term used to refer to 
equal treatment)" and "Iron Rice Bowl (refer to the permanent job)". The communal pot was used 
in the rural production system with egalitarianism, more concretely, rural households were 
organized into production teams, brigades, and communes, with allocation resources based on a 
highly egalitarian work point system. In the meantime, collectives provided rural public goods 
and services (Cai, Albert, and Zhao, 2008). And iron rice bowl means permanent job, that is to 
say urban labour forces were assigned by the department of labour or personnel, in accordance 
with the principles of overall economic planning and resources allocation priorities, to work in 
the state-owned or collective economic sectors. And once the job is properly placed, a worker is 
almost no longer able to have any chance to change his/her employment units, and of course there 
is no layoffs and unemployment (Cai, 2007). Meanwhile, the work unit provided the kind of 
social welfare and social protections remarked as "from birth to death" to the urban workers. 
The former one can be roughly summarized as the characteristics of rural employment during the 
pre-reformed period, whereas the latter one can be generalized that of the urban situation. 
Together with the co-effect of Hukou system and coupon system, apart from the activity mainly 
                                                             
32 Industrialization rate is calculated in accordance with the value share of gross industrial output out of GDP. 
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like education and military service, city and countryside were strictly divided in terms of this 
employment division. To sum up, before the reform and opening up, rural people were detained 
on the land engaged in the collectivization of agricultural production. Whereas in urban areas, 
although people were privileged with guaranteed "centralized labour allocation system", the 
freedom of personal employment will is still limited. 
 
It goes without any doubt that based on this mechanism, not only a serious breach of people's 
liberty of free movement, as well as the freedom of workers' choice on their own occupations, but 
also there are many drawbacks within the relations of production. Due to the fact that farmers 
were isolated from the process of country's industrialization, as estimated, there were proximately 
30 percent of rural surplus labour force could not be transferred to non-agricultural employment, 
which induced enormous waste of labour resources (Hu; Cheng; and Yang, 2002); Whereas in 
urban areas, due to the egalitarian principle of distribution, workers' enthusiasm was severely 
frustrated. According to the survey, the early years of economic reform and opening up policy, the 
working hours system of the state-owned enterprises was 8 hours a day, but it was with the actual 
working hours was only 6 hours, and with the effective working hours just left 4 hours(Fu，1992). 
A serious impact was on the enterprises' productivity and workers' enthusiasm for production. 
 
b. Labour Mobility 
Therefore, along with the process of the reform and opening up, the framework of Chinese labour 
market began to form gradually, but showing the unique characteristics from the other countries. 
The overall reform started from rural areas (as the details were described in the later section on 
agricultural development), the Household Contract Responsibility System
33
 was considered as 
the representative agricultural reform, which entitled farmers with more and bigger autonomy and 
independent masterdom over the agricultural production and products. And the birth of the 
nascent economic system gradually pushed an increasing demand for labour, which required the 
loosening control over Hukou system (1958 to present). Accompanied with the successive 
disappearances of the unified purchases and sales system (1953 to 1992) and food ration system, 
                                                             
33 It was an agriculture production system, which allowed households to contract land, machinery and other facilities from 
collective organization. Households could make operating decisions independently within the limits set by the contract agreement, 
and could freely dispose of surplus production over and above national and collective quotas. 
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also known as food coupon system(1955 to 1993), hence emerged the initial labour mobility ever 
since the planned economy. For example, in 1983, the first time that the Chinese farmers were 
given the right to conduct business outside of their home villages, with the permission that 
farmers could engage in long distance transport and marketing of agricultural products. In 1984, 
regulations were further relaxed to allow farmers to work freely in nearby towns in 
Collectively-owned Township and Village Enterprises (TVEs). But at the initial stage, the labour 
mobility was taken place mostly within rural areas, with the people mobilized from agricultural 
production to non-agricultural activities, which therefore benefited the non-agricultural 
development, including TVEs, rural private economy, so on and so forth. More specific, 
employment in TVEs increased from 28.3 million in 1978 to 106.3 million in 1992(China Labour 
Statistical Yearbook, 2013). Likewise, production of TVEs increased to 1.8 trillion RMB in 1992 
from 49 billion RMB in 1978 (Ezra, 2011). There is no doubt that TVEs played a significant role 
to facilitate the labour mobility within the initial stage of economic reform, especially it absorbed 
accumulated surplus rural labourers at the meantime. It also pushed to the subsequent reform of 
State-Owned Enterprises afterwards. And to be noted, TVEs is still playing an important role 
even in today's China, since its employment share still occupied 13.2% of the whole employment 
in 2012(China Labour Statistical Yearbook).  
 
But the scaled, normalized, especially the standardized rural-urban mobility was essentially 
achieved after the urban reforms. The third plenary session of the 12th CPC in 1984 adopted the 
"Decision of the Central Committee of the CPC on the Issue of Economic System Reform", 
central government started the reform of the economic system, and gradually relaxed control over 
all types of enterprises. And in 1986, the State Council promulgated the "Provisional Regulations 
on Institution of Labour Contract System in State-Owned Enterprises", starting to expand 
enterprises’' autonomy over the recruiting decisions. Since then the employment form of iron rice 
bowl was smashed; the state-owned enterprises began to recruit a large number of contract 
workers (mainly from rural areas) into the industrial production, particularly in the textile, 
construction and other industrial sectors. Nevertheless, employment of urban residents at that 
time still maintained the old way without any fundamental changes, namely, they were still under 
the government's arrangement, assigning into a variety of employment units, enjoying a relatively 
stable and high income, as well as various social welfares (Li, 2009). This situation continued 
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until the late of 1990s, along with the end of the state-owned enterprises' reform. Thus, although 
both worked in the urban sector, but the situation was distinctly different. Hence, rural labour 
force became the main objects of the initial contract and temporary employment of the urban 
enterprises, and based on the impact of the Hukou system, they could not enjoy the same social 
security and welfare as urban workers, plus they were limited to the particular occupation and 
industrial sectors.  
 
c. Triple Divisions of Labour Market 
Therefore the urban labour market was automatically divided into two parts by these institutional 
barriers and historical evolution process. Plus the rural labour market all together constituted the 
prototype of tripartite labour market. And according to the study of labour market segmentation 
from Li (2009), based on this situation, the labour market was segmented into 3 parts, see Table 3 
below.  
 
Table 3, Labour Market Segmentation 
Urban Labour Market 
Rural Labour Market Primary Labour Market 
(Urban Residents) 
Secondary Labour Market 
(Rural Residents) 
(Source: Study of Li, 2009) 
 
With the deepening of the reform process, especially the goal of establishing a socialist market 
economic system in 1992 formally replaced the previous planned economy (1957 to 1992) in the 
14th CPC national congress, in which had established a 50 points agenda for 'creating a modern 
enterprises system'. And in 1994, the government began a policy of privatizing small and medium 
SOEs while protecting large enterprises, which involved 40,000 SOEs, or about 40% of SOEs in 
reform (Yueh, 2004). After experiencing the massive layoffs of the state-owned enterprises in the 
1990s, urban labour market rapidly embarked on the track of configuring labour force factor by 
the market mechanism. Specifically in the trend of amount of the state-owned enterprises 
demonstrating a sharp downward feature, therefore from 118,000 enterprises in 1995 plunged to 
42,426 enterprises within only 5 years. And continued declined to 6,770 state-owned enterprises 
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in 2012, whereas the private industrial enterprises grew remarkablely, from 10,667 (1998) to 
189,289 of 2012 (NBS). And the employment share from the state-owned enterprises was 
historically reversed as of the late 1990s, as its share declined below 50 percent in 2001, and 
continued to 24.1 percent in 2012. At the same time, the proportion of non-state-owned 
enterprises (the private and foreign enterprises) began steadily increasing, as shown in Chart 8 on 
the composition of urban employment by different kinds of ownership, 1978 to 2012. 
 
Chart 8, Composition of Urban Employment by Ownership, 1978-2012 
 
Source: China Labour Statistical Yearbook, 2013. 
 
And with enacting the first Labour Law (1994), as well as the further improvement and 
perfection of social security system, non-state-owned enterprises were also required to provide 
social security to workers, for example, all the enterprises were required to provide maternity 
insurance from 1995, work-related injury insurance from 1996, pension from 1997, and 
unemployment and health care insurance from 1999 and onwards (Li, 2009). By the late 1990s 
the concept of modern enterprise system was basically established in all types of Chinese 
enterprises. Apart from the government agencies, institutions and a few large-scale state-owned 
enterprises, the rest enterprises were mainly through the market mechanism to hire workers. With 
entering the new century and joining World Trade Organization in 2001, labour mobility from 
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rural to urban was never a news in China's urban labour market. More and more voice for the 
gradual dismantling of the Hukou system reached an unprecedented level. In 2004, the central 
government endorsed migration as a key vehicle for increasing the incomes of farmers, and 
demanded the elimination of all fees targeted at migrants (Cai and others, 2008). Moreover, with 
issuing the new legislations as the symbol, like the Labour Contract Law in 2007, and Social 
Insurance Law in 2010, only apart from the civil servants and army force, it has been basically 
realized the personnel arrangement by market allocation mechanism. Meanwhile there appeared 
the previously mentioned labour shortage which has been widely spread nation-wide. 
 
However, due to the fact that Hukou system as well as its corresponding welfare system did not 
wither away therefrom, the labour market consisted mainly of migrant workers or rural migrants 
hence have not disappeared. Even gradually formed a distinguishing and independent labour 
market co-existed in the urban labour market. As the current labour market segmentation is 
demonstrated in the following table (see Table 4). 
 
Table 4, Labour Market Tripartite Segmentation in New Forms 
Urban Labour Market 
Rural Labour Market 
General Labour Market Migrant Workers Labour Market 
Source: self-compiled. 
 
Regarding to the employment distribution pattern, from 1984 the migrant workers share 
accounted for 11 percent, steadily increased till 35 percent in 2013 (see Chart 9). As the chart 
shown below, to be noted, due to the statistical criteria on migrant workers also included the 
people working in the TVEs, therefore not all the migrant workers are necessarily working in the 
urban sector. Comparing with the share of urban employment occupied almost 50 percent; and 
the scale of migrant workers' employment has already reached to the point of being 
independently existed. 
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d. Features of Migrant Workers’ Labour Market 
Therefore, migrant workers labour market as an independent body could be summarized in the 
following characteristics:  
 
1. Occupational Characteristics 
As for the occupational restrictions of migrant workers, there are both internal and external 
factors attributing to the segmentation from urban labour market. The external factors mainly 
attributed to the urban unemployment, as well as some discriminated policies towards migrant 
workers by some local authorities; whereas the internal factors relied on the professional 
attainment of migrant workers themselves, like low skill levels, and low level of schoolings, 
according to the NBS 2013 report on migrant workers, saying that 76.8 percent of migrant 
workers attended till the end of middle school. Hence both factors combined together caused the 
particular professional restrictions for migrant workers, as marked mainly in the "3D" sectors 
(Difficult, Dangerous, and Dirty) in the urban areas. Take the administrative policy like "The 
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Chart 9, Total Employment(million) Compositions by Migration and 
Non-migration, 1978-2013 
Non-migration
Employment
Migrant Workers
Total Employment
Share of Migrant
Employment(%)
Share of Urban
Employment(%)
Notes: the data of migrant workers was collected according to the incomplete statistics, 
due to the limits of statistical discontinuities and methodological inconsistencies. It is from 
various years from China Statistical Yearbook, China Population Statistics Yearbook, China 
Population Census, and the existing researches and studies, data from 1978 to 2007 were 
calculated by Yang Congmin and Yang Liyuan (2009) in their study on migrant workers; and 
data from 2008 to 2012 were collected from NBS on 2013 migrant workers survey report. 
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Regulation of Management Method towards Recruiting of Migrant Workers by the Shanghai 
Work Units" in 1995 by Shanghai Municipal Bureau of Labour, implemented a hierarchical 
management system in accordance with the job categories: jobs with the following features 
marked Class A are open to the migrant workers: hard, burdened, dirty, and dangerous; jobs with 
relatively relaxed marked Class C are closed to migrant workers; and jobs interposed between 
Class A and C are abided by the preferential principle in favor of local citizens, which became the 
first practice of establishing the classification system over migrant workers. Soon it followed by 
other cities as well, such as Beijing (1997), Guangzhou (1997) and etc. Such employment 
discriminated policies were even severe during the period of reform towards state-owned 
enterprises.  
 
Cai (2003) did several case studies in Beijing, concluding that, throughout the late 1990s, 
attributed to the employment discriminated policies, migrant workers were mainly employed in 
the sectors featured low requirements of skill and concentrated in manual job types, like 
construction, manufacturing, catering and wholesale and retail sectors. Also data from the fifth 
survey of floating population (mainly refers to the rural migrants) in Shanghai indicated that for 
those rural migrant in Shanghai who are engaged in economic activities, which amounts to 74.63% 
of the total floating population, 90.5% of them are working as manual labourers, handicrafts-men, 
or working in the construction industry and small-scale businesses (Zhang, 1998). 
 
Although most of the above government regulations were abolished gradually ever since entering 
the new century, especially after the emergence of the migrant workers' shortage, nevertheless, it 
is still hardly to avoid the fact that migrant workers are mainly still employed in the specific 
sectors. Up to today, in the light of National Monitoring Survey Report (2013), 56.8 percent of 
migrant workers are employed in the secondary industry, 42.6 percent are engaged in the tertiary 
sector. in which of 61.8 percent of outgoing migrant workers are employed in the secondary 
industry, while 48.6 percent of local migrant workers in the service sectors, as clearly shown 
below with Table 5, migrant workers employment composition by sectors. 
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Table 5, Migrant Workers Employment Composition by Sectors (%) 
Sectors of Economy Total Amount 
Outgoing Migrant 
Workers 
Local Migrant 
Workers 
Manufacture 31.4 35 27.5 
Construction 22.2 23.5 20.8 
Wholesale and Retail 11.3 8.1 14.8 
Transportation, Warehouse and Logistics 6.3 4.6 8.1 
Hotel and catering 5.9 7 4.7 
Community service 10.6 9.4 11.9 
Others 12.3 12.4 12.2 
Note: Outgoing migrant worker refers to a migrant worker who is working outside of his/her Hukou 
administrative township; and local migrant worker refers to the one who is engaged within his/her 
original Hukou administrative township. 
Source: 2013 National Monitoring Survey Report on Migrant Workers, NBS. 
 
2. Wages and Welfares 
Up to the labour shortage, the migrant workers labour market has always been a buyer's market, 
and the impact of other institutional factors. Wages of migrant workers has been at the bottom of 
the urban salary. And ever since enacting of the National Minimum Wage Act (2004) and the 
spread of labour shortage phenomenon, wages of migrant workers are in a stage of rapid growth 
within the past 10 years, with the average annual growth rate at 13.6 percent. Fortunately and 
unfortunately, wages of urban workers also grew at the same magnitude (13.9 percent), and plus 
the bigger radix of salaries, which together induced the expending trend of the wage gap between 
urban and migrant workers. As shown in chart 10, from the nearly equal levels in 1998 expanded 
to 40 percent gap last year. Meanwhile, the fixed monthly expense for accommodation of migrant 
workers in 2013 took up for 17.4 percent out of their total payroll. And nearly half (46.9 percent) 
of them were granted with the free accommodation. 
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To be noted that the above data is merely a monetary wage income, regardless of the 
non-monetary one, such as social insurance and other social benefits. According to the current 
social insurance law, additional benefits in terms of insurance and housing would add an 
additional 40 - 45% of the wage. Like the current insurances covered by the mandatory welfare 
system refer to: pension, medical, work-related injury, unemployment and maternity insurances, 
which have been part of the existing social security framework in China for a number of years 
now. In addition, housing fund contributions are generally included within the scope of 
mandatory welfare because the additional costs are mandatory and come from both the employer 
and the employee. Due to the different guidance from the local government, the base number 
delivering and proportion delivering for social insurance premium are different from state to state. 
Table 6 analyzed national widely, to present a general profile on the added cost from social 
insurance and house funding. 
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Chart 10, Montly Wage Comparisions between Urban Employed 
Persons and Migrant Workers, 1996-2013 
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Note: Average wage of employed persons in urban units from 1995 to 2008 referred to 
average earning of employed persons in urban units; migrant workers wage from 1996 to 
2007 were calculated by author  Lu (2012), from 2008 to 2013 were collected from NBS. 
Source: China Labour Statistical Yearbook, 2013 and National Bureau of Statistics. 
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Table 6, Components of Social Insurance and cost 
Insurance 
Cost 
From Employer From Employee 
Pension Insurance 
Usually 20% of an 
employee's salary 
8% percent of employee's 
salary (uniform rate 
nationwide) 
Medical Insurance 
Usually between 7-12% of 
salary 
Usually 2% of employee's 
salary 
Work-related Injury 
Insurance 
From 0.4% to 3% of salary 
depending on location and 
degree of danger of business 
engaged in 
No contribution required 
Unemployment Insurance 
From 0.4% to 2% of salary Usually 1% of an employee's 
salary, but migrant workers 
no contribution required 
Maternity Insurance 
From 0.5% to 1% of salary 
depending on location 
No contribution required 
Housing fund
34
 
From 5% to 20% depending 
on location 
The employee matches this 
contribution with an equal 
contribution of their own, 
although certain cities have 
different policies. 
(Source: China’s Social Insurance Law and local government’s guidance) 
 
But according to the latest statistics, migrant workers' participation in social insurance system is 
quite shocked: take the last year's situation as examples; their participation rate in pension 
scheme was only 15.7 percent, health care 17.6 percent, work-related injury 28.5 percent, 
unemployment 9.1 percent, and maternity with 6.6 percent only, as shown in table 7. Thus, taking 
account into all the above factors, the wage gap between urban and migrant workers is more 
aggravated. 
 
 
 
 
 
                                                             
34 China's housing fund, although in the strictest sense not a kind of social welfare, is generally included within the scope of 
social security because the contribution are mandatory and come from both the employer and the employee; 
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Table 7, the Social Insurance Participation Rate of Outgoing Migrant 
Workers, 2008-2013 
  2008 2009 2010 2011 2012 2013 
Pension  9.8 7.6 9.5 13.9 14.3 15.7 
Work-related Injury 24.1 21.8 24.1 23.6 24 28.5 
Health Care 13.1 12.2 14.3 16.7 16.9 17.6 
Unemployment 3.7 3.9 4.9 8 8.4 9.1 
Maternity 2 2.4 2.9 5.6 6.1 6.6 
Note: Outgoing migrant worker refers to a migrant worker who is working outside of 
his/her Hukou administrative township; and local migrant worker refers to the one who is 
engaged within his/her original Hukou administrative township. 
Source: 2013 National Monitoring Survey Report on Migrant Workers, NBS. 
 
Lastly, the wage income for migrant workers also includes the part from overtime payment. And 
according to the official data of 2013, the average monthly working days for outgoing migrant 
workers were 25.2 days, of which the legal regulation working days as of 20.9 days per month; 
Even worse, 84.7 percent of them worked over 44 hours per week, of which the legal regulation 
of 40 hours; 41 percent of them worked over 8 hours a day, which again proved the essential 
difference between urban and migrant workers in terms of wage and welfare. 
 
3. Features of Migrant Workers’ Mobility 
Firstly, subject to the multiple levels of social exclusions in urban areas, including employment, 
livelihood, communication, schooling, and so on, the majority of migrant workers (floating 
migrants) did not achieve a stable settlement, but in a "semi-urban" stage. Bai & Li (2008) hold 
the arguments in their research on the employment patterns of migrant worker, considering their 
mobility as “Migratory Bird Model” between rural and urban areas. As the main reasons 
attributed to the fact that on the one hand there is no steady income stability; and on the other 
hand, migrant workers themselves will not give up their entitlement of access to the cultivated 
land in the rural areas. Therefore, the employment mode was manifested into a cyclical pattern. 
For instance, the average time of migrant workers working in urban areas maintained at 9.9 
months per year in 2012 and 2013. Also according to the 2010 national sixth population census, 
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the number of migrant workers employed more than 6 months reached to 258 million, accounting 
for nearly one fifth (19.3) of the whole population. 
 
From another perspective, there was quite a long period of time that migrant workers were 
regarded as the city's temporary population: they would leave the city and return back to 
countryside one day (Xie, 2007). Furthermore, the mobility of migrant workers with an entire 
family was not very common at the initial stage, as the case tending to be mainly by individuals. 
As the data shown from 2008 to 2013, the mobility of migrant workers with an entire family was 
only accounted for 12.7, 12.9, 12.6, 12.9, 12.8, and 13.1 percent. Like in 2013, there were only 
35.2 million of migrant workers with their family (see Table 1 in first chapter).  
 
Secondly, the mobility of migrant workers was mainly in a spontaneous way in searching of 
employment rural migrants mainly rely on the social network mainly consists of 
relative-associated and geographical relationship currently. According to the survey, 88 percent of 
migrant workers were spontaneous working in the city, only 12 percent with organized way. 
Whereas, the majority of migrant workers with spontaneous way got the job through relatives, 
friends, and fellow-townsmen, as it is the way easy, low costs and high success rate. On the 
contrary, the less information, bureaucratic, and low receptivity of public employment agency 
resulted in the low rate of organized one. Although in recent years, getting jobs through 
government agency or private employment agency for migrant workers are gradually increasing, 
it is still not the main channel favored by migrant workers (Wei and others, 2005). 
 
Thirdly the mobility is featuring with a rural-urban bidirection. Because all the migrant workers 
are entitled the use of land in rural areas, therefore it presented a reversed flow during the 
farming season. And taking account of the institutional barriers, the major occupations of migrant 
workers are with high level of mobility and substitution. That is to say, the enter-exit mechanism 
is simple and with less cost. This reflected a flow from rural to urban during the agricultural slack 
season and from urban back to rural during the farming season, as well as the cyclical inverse 
flow at some specific time, like the spring festival. Therefore, it explained the annually occurred 
phenomenon of labour shortage, since it normally takes place exactly after the Chinese New Year. 
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Lastly, apart from the rural-urban mobility of migrant workers as the general characteristics, it 
also demonstrated a regional labour mobility, namely, from the backward regional (central and 
west) to the advanced one (eastern coast). And referred to the 2013 report, the overall amounts of 
migrant workers were 268.94 million, in which the outgoing migrant workers accounted 166.1 
million and with the local one left of 102.84 million. Within the outgoing one, migration of 
external-state took up 46.6 percent, as general from central and western to eastern region. And 
within eastern region, the mobility was mainly in the internal-state mode (73.6 percent). More 
specifically, the outflows of migrant workers from central provinces were 40.1 million, 89.9 
percent mobilized to the eastern region; the outflows of migrant workers from the western region 
were 28.4 million, 82.7 percent were mobilized to the eastern region. To the overall external-state 
mobility, flow to east were 66 million (85.3 percent); and left to central and west were 10 million 
(13.8 percent), as clearly shown in the following table. 
Table 8, Migrant Workers Flow in Regional Mobility by Sending Place, 2013  
Region 
Amounts of Migrant Workers in 
Regional Mobility 
Compositions  
Total External-state Internal-state Total External-state Internal-state 
Total 166.1 77.39 88.71 100 46.6 53.4 
Eastern 49.36 8.82 40.54 100 17.9 82.1 
Central 64.24 40.14 24.07 100 62.5 37.5 
Western 52.5 28.4 24.1 100 54.1 45.9 
Source: 2013 National Monitoring Survey Report on Migrant Workers 
 
iii. Three Rural Issues 
a. Agricultural Development 
 
1. Land Reform 
The land reform has been marked as the most influential epoch within 5,000 years of Chinese 
history. Before the founding of new China (1949), majority of land were concentrated in a few 
landowners’ hands. The land ownership of the feudal landlord class lied in, the landlords and rich 
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peasants (富农) class accounted for less than 10 percent of rural population, but holding 70 to 80 
percent of land, on the contrary, left 90 percent's poor and middle peasants (贫农和中农) merely 
occupied 20 to 30 percent of the land (Zhang, 2010). After the communist party became the 
ruling party of China since 1949, government began to confiscate the land of landlords and rich 
peasants in a large-scale, and equally distributed to the landless and the poor peasants, 
establishing a decentralized land ownership. The "Land Reform Act (1950)" clearly stated that "to 
abolish the feudal land ownership system, instead of the implementation of a farmers' land 
ownership". Therefore, by the end of 1952, more than 300 million of landless, poor peasants were 
gratis granted 700 million Mu land and other means of production (Hu, 2014).  
 
It had been adjusted again shortly, in accordance with the Cooperation Theory of Marxism and 
the actual situation at that time in China (Lu & Zhang, 2010), implemented the socialist 
transformation in rural areas, specifically the Cooperative path: as farmers though the land 
stock-cooperation, centralized management, unified allocation participated a joint production, by 
the proportion of land and farming tools enjoying the dividend's share. The agricultural products 
distribution was partly based on the amount of labour from the members in the community, and 
partly on the members of the community. From 1953, government began to promote the 
cooperative movement (合作社运动) in rural areas mainly rely on the administrative order, 
establishing of a large number of rural cooperatives, and formed a collective ownership of the 
land. Up to 1956, there was no longer scattered land owned by the small farmers, almost all 
farmers became members of the collective cooperatives (completed the socialist transformation 
phase in rural areas), thus changed the form of land ownership from privatization to 
collectivization. 
 
In 1958, it began to build up a large scale of People's Commune (人民公社) in rural areas. As the 
logic behind was "to consist a large people's commune of industry, agriculture, business, 
schooling and military, as the basic unit of the society". But in the practical sense, the rural 
economy was fully controlled by the people's commune in terms of production, exchange, 
products distribution as well as other aspects. Farmers no longer have the autonomy to produce 
and the freedom to exchange. The means of production turned from collective ownership to the 
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ownership by the whole people (全民所有制), further wiped out the remnants of private 
ownership, including family landplot (自留地), livestock, bulky tools, and family-owned sideline, 
so on and so forth (Ji,2009). At the end of the same year, the people's commune was established 
almost in all the rural areas. 753,000 of cooperatives with 123 million of farmers were allocated 
to 26,000 of people's communes, and each commune has around 4,600 households and 6,700 
labour forces. And the primary distribution system lies in a "work without assessing, and eat 
without paying" way, induced a inundation of egalitarianism at all the aspect of life (Wang, 2012). 
Due to the blindness and radicalness of people's commune, it caused a lot of adverse effects to the 
social production and people's life, only from the agricultural production point of view; the 
value-added of agriculture was increased at 0.4, -15.9, -16.4 and 1.4 percent respectively from 
1958 to 1961. 
 
Therefore, it had been adjusted once again in 1962, reduced the agricultural management into the 
smaller production units, called production team consists of 30 households averagely. Like, the 
family landplots were resumed, farmers' markets were reopened, and communal canteen was 
finally canceled, the wage of the farmers was calculated by the working points of the production 
team. Under this system, the payoff was far away from the farming system which was based on a 
decision-making body by the farmers themselves. And prior to 1978, due to the primary 
institutional barriers like Hukou restrictions, social security and public service system over the 
freedom of rural people's movement, rural labour force could not be freely mobilized, thus 
accumulated a large surplus of agricultural labour force. Performing in the living standards of 
farmers, within two decades since 1958, farmers' net income increased from 87.6 rmb to 133.6 
rmb, an average annual growth of less than 3 rmb, and almost fully collected from the collective 
distribution (China, 1989). 
 
Along with the end of the ten years' Cultural Revolution and the gradual disappearance of 
people's commune out of the history, social orders and production activities were gradually 
returned to be normal. As of 1978, the gross grain output exceeded the highest level in history, 
but the per capita share was only increased 12 kg since 1957 with 306 kg (NBS). The food issue 
were very serious since it was related to 1 billion of people's life, for example, the agricultural 
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imports accounted for 20 percent of total imports & exports in 1978. Therefore, how to increase 
agricultural productivity, rationally arrange the rural surplus labour force, and maintain stable 
social orders once again became a top priority for the reform. That is also why the economic 
reform started firstly from agriculture, as mentioned in the previous chapter.  
 
The Third Plenary Session of the Eleventh Central Committee of the CPC officially opened the 
door to the reform and opening up. From the perception of rural reform, specifically in the 
restoration and expansion of the autonomy of the rural community on production, recovery of 
family landplots, family sideline production, collective sideline and fair trades, and progressively 
introduced various forms of production responsibilities featuring of calculating remuneration in 
relation to output (联产计酬), increased the government purchasing price over agricultural 
products (Report of the 12nd National Congress of the CPC). More importantly, to implement the 
Household Contract Responsibility System (HCRS) was a historical mark in the agricultural 
reform, which replaced the previous system of agricultural collectivization, is an important 
turning point in the rural land system, which separate the land ownership into proprietary rights 
and management rights. The proprietary rights are still owned by the collectives, whereas the 
management rights are franchised by the collective economic organization averagely 
subcontracted to the rural households. And the organizations are responsible for the supervision 
of the fulfillment of the contract, unified arrangement and coordinate of the public facilities, land 
adjustment and redistribution, and so on.  
 
Under the new system, each household is assigned to a certain amount of grain quotas to be sold 
to the government with the fixed price, with the rest of the grain products could be sold at the 
market price. Since 1982, the central affirmed its core role of HCRS, and built up a rural reform 
based on the TVEs and construction of small towns. There were 14 percent of the production 
team introduced the HCRS in 1980, 45 percent in 1981, 80 percent in 1982 and 90 percent of 
1984 (Lin, 1992). And finally in 1986 promulgated "Land Management Law", nationalwide 
implemented HCRS which was even granted its role in the 1993 modified constitution, making 
the HCRS as the basic economic system in current China’s rural area. And in 2002, the National 
People's Congress enacted the "Rural Land Contract Law", give farmers a legal and long-term 
guarantee on the management right over land, which means that China's rural land policy entered 
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into a relatively stable period. So at present, in the light of the law, the contract period of 
cultivated land is 30 years. And the 2007 "Property Law" also stipulated that after the expiry of 
the land contract period, the farmers still can continue re-contract the management right. 
Therefore, the implementation of rural land contract and management system will serve as the 
basic system of today's China. 
 
2. From Traditional to Modern Agriculture 
The report of the 17th National Congress of the CPC (2007) officially initiated a significant 
proposition: agricultural modernization with Chinese characteristics. with the theme of "liberate, 
transfer, and reduce farmers" as the new reform in the new century, which are the 7th times of 
adjustment on agricultural policy since 1949. Specifically in the abolition of the agricultural tax 
in 2006, that ended a 2,600 years of history in China (Wen, 2012). As to the agricultural 
productivity, the modernization plays a significant role in today’s rural areas. And since the 
agriculture entered the normal growth phase, the main source of growth are benefited by the 
superior crop varieties, farm machinery, irrigation, soil testing and fertilizer, mulching, 
concentration of agricultural production to the favorable areas, and other factors. Benefited by the 
expansion of rural employment, agricultural value also growing contribute to the whole economy, 
which reversely improve the livelihood of rural population (Zhou, 2013).  
 
2.1 Output and per capita of major farm products 
From 1978 to 2013, the output of major farm products in the agriculture as the Chart 11 presented 
below, output of grain crops increased from 304 million tons (1978) to 735 million tons (2013), 
2.02 percent of average annual growth rate within 35 years. Other farm products also manifested 
a stable growth, such as vegetables, cotton, oil-bearing crops, fruits, milk, meat and aquatic 
products, with the average annual growth rate of 3.05 percent, 3.09 percent, and 5.60 percent, 
6.86 percent, 11.1 percent, 6.32 percent, and 7.67 percent respectively.  
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Under the double effects of smooth growth of farm products and slow growth of population, per 
capita output of farm products also manifested a positive growth. For example, per capita grain 
output reached 436.5 kg in 2012, which is 117.7 kg higher than in 1978 (see Table 9). As for fruit, 
it is even more impressive, grew from 6.8 kg to 178.1 kg, almost 25 times within 35 years, and 
for other farm products were presented in Chart 9, per capita output of major farm products 
comparisons between 1978 and 2012. For more information on per capita output of major farm 
products, it is clearly showed in Chart 12 below. 
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Char 11, Output of Major Farm Products (10,000 tons), 1978-
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Grain crops
Vegetables
Note: the statistics of fruits and vegetables are only available after 1995, meat products 
consist of pork, beef and mutton. 
Source: National Bureau of Statistics. 
Table 9, Per Capita Output of Major Farm Products (kg), 1978 and 2012 
  Grain Milk Meat Aquatic Fruit vegetables Cotton 
Oil-bearing 
Crops 
Sugar 
Crops 
1978 318.74 1.2 9.1 4.9 6.87 - 2.27 5.46 24.91 
2012 436.5 27.7 47.4 43.7 178.11 524.8 5.06 25.44 99.84 
Note: Population figures are of the annual average population. 
Source: National Bureau of Statics. 
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2.2 Agricultural mechanization 
Some scholars (Zhou, 2013) believe that the hypernormal agricultural growth at the beginning of 
the economic reform was mainly attributed to the implementation of the Household Contract 
Responsibility System. When reaching the normal growth routine, the main driving force leading 
to the high growth is the promotion of the applications of machinery, irrigation, fertilization and 
so on. As the case of China, from 1978 to 2008, the degree of agricultural mechanization 
increased by 7 times. As the amount of big and medium-sized agricultural tractors, rice and corn 
combine harvesters reached 4.9 million, 5.1 million, and 2.3 million respectively (see Chart 13). 
And the mechanization rate of Wheat, rice and corn planting and harvesting increased by 55 
percent. As the measurement of total power of agricultural machinery, it grows with the average 
annual growth rate of 6.42%, from 117 million kw increases to 1039 million kw in 2013 (see 
Chart 14 total power of agricultural machinery within the 35 years). 
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Chart 12, Per Capita Output of Major Farm Products(kg), 
1978-2012 
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Notes: population data refers to the annual average population; since 2003, the output 
of fruits include that of fruit melons; 
Source: National Bureau of Statistics. 
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Chart 14, Major Agricultural Machinery at Year-end, 
1978-2013 
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Note: Total power of agricultural machinery includes: power of large and medium-
sized tractors, small tractors, power of agricultural electronic engines, diesel 
engines, and power of combine havesters, and motorized fishing boats; 
Source: National Bureau of Statistics. 
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2.3 Irrigation and fertilizer use 
The effective irrigated area of China increased from 45 million hectares (1978) to 54 million 
hectares (2000) and 63 million hectares in 2013, 18 million hectares were created within 35 years. 
And the total use of fertilizers is more critical, from 8.8 million tons in 1978 to 41 million in 2000 
and 59 million in 2013, with the average annual growth rate of 5.57 percent within 35 years also. 
Furthermore it grows with a diversified use of fertilizers, which mainly includes the nitrogenous, 
phosphate, potash and compound fertilizers, as Chart 15 presented with more details below. 
 
 
And there are other technologies adopted, which also contributed to the growth of agricultural 
productivities and the increase of agricultural production. For example, the formula fertilization 
by soil testing, film-mulching techniques, the coverage of improved strains of farm crops, so on 
and so forth, which all proved that the improvement of technology has already been the main 
driving force to agricultural development. And according to the study conducted by Xu (2013), 
indicated that contribution ratio of agricultural science and technology reached 54.5 percent in 
2012, which almost doubled the initial ratio with 27 percent in 1978. 
 
2.4 Agricultural subsidy 
Lastly, in addition to the technological investments in agriculture, government's policies are also 
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Note: chemical fertilizer includes nitrogenous, phosphate, potash and compound 
fertilizers; 
Source: National Bureau of Statistics. 
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supported and promoted the development of agriculture. Before the Rural Tax and Toll Reform
35
, 
grassroots governments and village committees through agricultural tax, animal husbandry tax, 
tax on special agricultural products, and the "Three Retained Fees and Five Overall Planned Fees 
(三提五统)36", as well as some apportioned fees, collected 150 to 160 billion rmb from farmers 
every year. Therefore the abolition of agricultural tax also eliminated the foundation and platform 
on other fees like "ride" fees, which also deleted the apportioned fees like three retained and five 
overall planned fees (Zhou, 2013). 
 
And since 2004, the central and the provincial governments unveiled a direct grain subsidies, 
seed subsidies, large farm machinery purchase subsidies, general subsidies for the purchase of 
means of agricultural production, and a series of favorable polices, of which were most 
welcomed by the most farmers. From Table 10 manifested below, Apart from the direct subsidies 
for grain remained steadily only after 2007, the subsidies for the rest are increasingly growing, 
including general subsidies for purchasing agricultural supplies and subsidies for purchasing 
superior crop varieties, direct subsidies to grain producers and agricultural machinery and tools. 
Table 10, Agricultural Subsidies of Various Purchase from Central Government (100 million) 
  Total 
Agricultural 
Supplies 
Grain Producers 
Superior 
Crop 
Varieties 
Agricultural 
Machinery and Tools 
2003 130 #N/A #N/A #N/A #N/A 
2004 145.2 #N/A 116 28.5 0.7 
2005 173.7 #N/A 132 38.7 3 
2006 309.5 120 142 41.5 6 
2007 513.6 276 151 66.6 20 
2008 1030.4 716 151 123.4 40 
2009 1274.5 795 151 198.5 130 
2010 1225.9 705.9 151 204 165 
2011 1406 860 151 220 175 
2012 1664 1078 151 220 215 
Source: Several of publications of Ministry of Finance. 
 
                                                             
35 The central government began a comprehensive implementation of the Rural Tax and Toll Reform from 2003, and the main 
tasks of the basic reform ended up to 2004. 
36 Three retained fees include provident fund, public welfare fund, and management fees; whereas five overall planned fees 
include rural education additional spending, family planning, special care, militia training, construction of rural roads and other 
public payments. 
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b. Rural Development 
China with nearly 9 percent of the world's arable land, and 6.5 percent of water resources
37
, 
basically secured 1 billion of population's eating problem and food security in 1983, according to 
the Engel's coefficient standard (Jun, 2010). It could be concluded that Chinese rural 
development has undergone enormous changes. Especially at the achievement on elimination of 
rural poverty, according to the data released from World Bank, proportion of the absolutely poor 
people out of the whole world number dropped from 43 percent in 1981 to 13 percent in 2012. 
Based on the poverty headcount ration at $1.25 a day (PPP),its share from 84% (1981) dropped 
till 6% in 2011. If based on the measurement as $2 per day, it dropped till 19% of the whole 
population (World Development Indicators). Over the past decade, the absolute number of the 
rural poverty alleviation reached 60 million. Chinese poverty population accounted for the rural 
population had dropped from 10.2 percent in 2000 to 2.8 percent in 2010, basically solved the 
survival, food and clothing problems of the rural residents (People, 2014).  
 
As for the aspect of rural education, 2007 started a series of comprehensive policies towards rural 
education, aiming at all the rural students at the compulsory education stage, with the 
implementation of free tuition and fees, free textbooks, and living subsides for the rural boarding 
students, so on and so forth. As for health care, the implementation of the New Rural Cooperative 
Medical System since 2004 already covered 96 percent of rural population (2014 Government 
Work Report). Others like the launch of New Rural Social Pension Insurance pilot in 2009, and 
the establishment of Minimum Living Security System in rural areas, and etc, promoted rural 
development from different levels. 
 
Lastly, through the following two indicators presented the development situation of rural areas. 
The first one is the increase of productive fixed assets of rural households, although the 
agricultural share maintained at a high and steady level of 70 percent of total fixed assets, but 
from the timing dimension, it increased with the average annual growth rate of 11.5 percent since 
1985 (see Chart 16). And the second one is about the situation of rural generation and 
consumption on electricity. In general, China in 1997 basically eliminated the situation of any 
                                                             
37 Chinese per capita of arable land is only the 40 percent of world average level, as for water resource is even worse, which is of 
25 percent of the international average level. 
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rural village without electricity, and in 2010 basically realized the stable reliability of electricity 
supply in rural areas (Zhou, 2013). Consumptions of rural residents on electricity has been a 
significant increase, from 25.3 billion kwh of 1978 increased to 854.9 billion kwh, with the 
average annual growth rate of 10.5 percent, see Chart 17 presented below. 
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Chart 16, Original Value of Productive Fixed Assets of Rural 
Households (RMB/household), 1985-2012 
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Source: National Bureau of Statistics. 
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c. Rural Livelihood 
 
1. Rural Poverty 
Engel coefficient is an indicator as a reflection of the level of life quality from the consumption 
structure. Food and Agriculture Organization of the United Nations (FAO) has developed the 
criteria for the classification of poverty and prosperity according to Engel's law: Engel coefficient 
in more than 60 percent indicate the absolute poor, 50 to 60 percent as for food and clothing, 40 
to 50 percent for better-off, 30% to 40% for rich, and less than 30% for the richest. Therefore, as 
the case for China, according to the statistical data revealed, there were three times of momentous 
leaps ever since 1978, see Chart 18 below. As the first one occurred in 1983, Engel coefficient for 
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the first time exit the ranks of the absolute poverty, thus basically solved the problems like food 
and clothing for the rural people; the second time was taken place in 2000, with Engel coefficient 
entered less than 50 percent of better-off ranks; and the third one was in 2012, which marked the 
rural livelihood realized into the rich ranks. 
 
 
 
2. Rural consumptions 
The improvement of rural living standards is also performed in its increasing levels of 
consumption. The per capita annual consumption in 1980 was only 162.2 rmb, at an average 
annual growth rate of 11.9 percent, dramatically climbed up to 6,625 rmb in last year, with an 
absolute increase of nearly 40 times. As for more information, Chart 19 is presented below. 
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Chart 18, Engel's Coefficient of Rural Households(%), 1978-2013 
Absolute Poverty        Richest 
Notes: data on income and expenditure of Urban and Rural Households are obtained from the 
sample survey on urban households and the sample survey on rural households;Since 2002, 
the objects of urban households survey are changed from non-farm households to households 
in the district areas of all cities and county towns.;engel coefficient = amount of food 
expenditure / consumption expenditures total amount *100%. 
Souce: National Bureau of Statistics. 
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The improvement of rural livelihood can be also reflected on the consumption combinations of 
rural residents. The chart 19 presented above is comparing the rural per capita consumption 
expenditures between 1980 and 2013. From the chart, one can easily notice that in the 1980s, 88 
percent of the consumption combinations were unitarily concentrated in the food, clothing and 
housing; while after three decades in 2013, this proportion had been declined to 63 percent, plus 
with an increasing trend on diversified characteristics: manifesting the growing expenditures on 
educational, cultural, medical, communications and transportation and other public services.  
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Chart 19, Per Capita Consumption Expenditure of Rural 
Households(RMB), 1980-2013 
Note: data on expenditure of rural households are obtained from the sample surveys on 
rural households. 
Source: National Bureau of Statistics. 
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Consumption performance on durable goods are with more prominent changes, pre economic 
reform and opening up, the so-called "Four Great Things (四大件)38" has been far of history. 
Necessities of modern life in the rural residents' consumer spending are tended to be normalized. 
TV, refrigerator, washing machine, and etc have already achieved the level of popularity among 
rural areas. From the statistics of 2012, it revealed that every 100 rural household averagely have 
67.2 units of washing machine, 67.3 units of refrigerators, 25.4 units of air conditioners, 62 units 
of motorcycles, 198 units of mobile phones, 117 sets of televisions, and 21 units of computers. 
 
3. Rural housing 
As for the housing situation, per capita housing area of rural resident showed a steady growth. 
From 9.4 square meters per person in 1980, at the 4.38 percent annual speed increase, up to 2012, 
the per capita of rural resident owned 37.1 square meters, increased almost four-fold (see Chart 
21). Moreover, the quality of housing has also improved significantly: manifesting in terms of the 
proportion of housing structures between the reinforced concrete and the brick wood. The ratio of 
reinforced concrete structure to brick and wood structure of the house demonstrated a steady 
increase, from the level of 2 percent in 1980, rapidly climbed up to 51.2 percent of 2012. 
 
                                                             
38 The four great things as the literally translation referred to a particular phrase in China since late 1950s onwards till the reform 
which included radio, bicycle, sewing machine and watch. 
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d. Rural income and its determination 
 
1. Unified Purchases and Sales (UPS) on Farm Products (统购统销) 
As mentioned earlier, pre the economic reform, the industrial primitive accumulation of capital 
was relied on the foundation of agriculture, as the national strategy (determined in the first five 
year plan). Concretely speaking, by using the "Price Scissors Mechanism (价格剪刀差机制)", 
the policy of unified purchase and sales on farm products were adopted, to accumulate the 
primary capital for the initial industrial development. Therefore, rural labour force was forcibly 
employed in food production, and the prices of food artificially kept below the market prices in 
order to accumulate surplus for industrialization. So the income of Chinese rural households was 
extremely low subsequently. Those with per capita incomes below the level of 1 USD per day in 
PPP (purchasing power parity) terms accounted for 80 percent of the total rural population in the 
late 1970s (Shi, 2008).  
 
The mechanism of UPS is to rely on the governmental coercive power, by forcing farmers to sell 
the farm products with certain quotas to the government, while government carry out the unified 
supply to the society. The consumption quantity and product variety of the rural residents, in the 
meanwhile, have to be approved by the state. While the urban households are granted a kind of 
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Chart 21, Housing Conditions by Rural Households, 1980-2012 
Per capita housing area (sq.m/person)
Ratio of Reinforced Concrete Structure
to Brick and Wood Structure of the
House
Notes: brick and Wood Structure refers to houses using brick, stone and wood for beams, 
columns and load-bearing walls; Reinforced Concrete Structure refers to houses whose beams, 
columns, load-bearing walls and other major parts are constructed of reinforced concrete . 
Source: National Bureau of Statistics. 
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"grain-ration document (粮本)",which determined the quantity of grain to supply towards the 
urban households (China, 2011). In addition, the government also strictly controls the grain 
markets, and prohibits the free grain trades. The enacting of the "CPC Resolution on the Unified 
Purchases and Sales of Grain" and "the Administrative Order of Planned Purchases and Supplies 
of Grain" in 1953 was considered as the beginning mark of full implementation of UPS. In 
addition, it further expanded to include such as oil-bearing crops, cotton, and cotton crops into the 
UPS. As the result, the main farm products like grain, cotton, oil-bearing, and etc were fully out 
of the free market. Eventually, the UPS were reflected into the following four aspects: planned 
purchase, planned supply, regulated grain market, and unified management. Through this way, 
government could stand in the position purchase the grain from the farmers in its low pricing, 
also sale by lower price to the urban residents and industrial units. The subsequent difference by 
this unified purchases and sales was placed to maintain the low costs, by generating the excess 
industrial profits, and finally though the industrial handing over to the government, formed the 
industrial development funds (Yang, 2006).  
 
There were several changes over the UPS during the "Great Leap Forward (大跃进)" and ten 
years of turmoil period. But with the rise of the economic reform and opening up, the strict UPS 
system was gradually loosened. And since 1982, the administrative power of UPS was 
decentralized to the local government. Apart from the unified purchase, the management was 
carried out by negotiated purchase and multi-channel operation (He & Zhang, 2009). And from 
1985 and its onward, in accordance with the State Council's decision, it cancelled the unified 
grain purchase, and implemented the contract purchase system. As the core of the reform was to 
prioritize the market mechanism in the supply and demand for grain, which concretely reflected 
into a two-track system for grain purchase. From one hand, government through its 
administrative means directly controlled over certain part of grain purchase and sale; and from 
another hand, the rest part were adjusted by the market participant bodies, consisting of 
agricultural producers, consumers, and operators, under the principles of free and market 
mechanisms. Afterwards, the government through administrative intervention gradually reduced 
the quantities over purchase of grain, left a bigger proportion adjusted by the market itself, as 
well as applying to the grain pricing mechanism.  
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At the end of 1992, there were 844 countries (cities) liberalized grain prices; the grain market was 
formed, and the UPS was finally out of the stage of history, ended its 30 years’ history. In the 
subsequent years, the grain price was soaring and the grain market also with severe turbulence 
due to various factors. The government used to intervene once again, but generally respected to 
the market principles. In 1997, the government implemented a protected pricing by merging both 
the contract price and market price; meanwhile, in order to protect the interests of farmers, it was 
also carried out an opened purchase policy. Up to current situation, it is mainly based on the 
direct subsidies to grain producers (2004 and onwards) and the minimum purchase pricing 
policy
39
 (2005 and onwards) (He & Zhang, 2009). 
 
 
2. Income of rural households 
Impacted by the UPS, during the pre-reform period, the main income of rural households were 
from the income of collective agricultural production. According to the people's communes 
statistics of former Ministry of Agriculture: the per capita annual income of rural households 
allocated by the collectives was only 74.7 rmb in 1978, in which 200 million of farmers' average 
annual income was less than 50 rmb (Cao, 2008).  
 
After the economic reform and opening up, along with the collapse of a series of systems (as 
primarily mentioned in this paper) and liberty of rural people's mobility, the income generated by 
working in urban sectors became the main sources for rural income. Therefore, there went a 
popular saying in most of rural areas "one migrant eliminates one households' poverty; 100 
migrants eliminate one village's poverty", which vividly indicating the impact of urban 
employment for rural livelihood. As presented in Chart 22 at below, the per capita net income of 
rural households was 8,895 rmb in 2013, comparing with 133 rmb in 1978, which increased 
almost 60 times within 35 years. Deducted the inflation of these three decades, the per capita of 
rural net real income even reached 1,934 rmb, it was also up to 19 times than 1978. Meanwhile, 
                                                             
39 It is calculated by taking the consideration of the grain production costs, reasonable profits, determined the minimum purchase 
price, as when it exceeds the minimum purchase price, it is configured by the market mechanism; and within the given period it 
implemented open purchase. 
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income of migrant workers directly contributed from the employment also showed a sharp 
upward trend, in which its contribution rate increased its share of other incomes. The share of 
employment income increased from 18 percent in 1983 to 45 percent last year. On the contrary, 
the income composition also was changed in terms of the traditional activities like agricultural 
production of which the share was declined from 68 percent in 1983 to 34 percent in 2013. Thus, 
it could be concluded that the income of rural households is no longer simply relying on the 
traditional agricultural production, and its sources of income manifested in more diversified.
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Chart 22, Compositions of Per Capita Net Income of Rural 
Households (rmb), 1978-2013 
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Total Net Income
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Contributions
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Notes: wages and salaries refers to income from labour earned by the members of rural 
households employed by other units or individuals, mainly composited by migrant 
workers' activities; household operations include agriculture, forestry, animal husbandry, 
fishery, manufacturing, construction, transportation, post and telecommunications, 
wholesale, retail and catering, social service, culture, education, health, and other 
household operations; property income refers to the income received as returns by 
owners of financial assets or tangible non-productive assets by providing capitals or 
tangible non-productive assets to other institutional units;and transfer income refers to 
all income received by rural households through redistribution; 
Source: National Bureau of Statistics. 
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To be noted, although the contribution from the agricultural production to the overall income of 
rural households were decreasing, it is mainly because of the increasing proportion of income 
contributed by migrant workers by their employment earnings, but it cannot be proved that the 
income by engaging in agricultural production is declining. It actually demonstrated an opposite 
fact. As Chart 23 below could prove, its average annual growth rate maintained at 8.93 percent 
within the past three decades, from 12.7 rmb to 2722.2 rmb. 
 
 
 
Moreover, the per capita farm products sold by rural households also demonstrated a robust 
growth and with more diversity. Especially, the contribution from fruits and vegetables in the 
recent years, more specific, the average annual growth rate of grain, cotton, oil-bearing crops, 
vegetables, fruits are 11%, 12.9%, 5.1%, 7.1%, and 12.5% respectively (see Chart 24). 
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In summary, it is so obvious that the rural development in terms of agriculture, countryside, and 
farmers has improved a lot ever since the economic reform and opening up. Therefore, any 
economic theory or model in the neglect of rural development could be hardly validated. As to 
the issues like, migrant workers, labour shortage, and labour mobility, so on and so forth, the 
serious consideration of rural develop has to be taken into account. And the following section 
would be used for this argument to indicate the previous theoretical predictions in the second 
chapter.  
 
iv. Model Validation 
a. Data Interpretation 
Regarding to the data verification, there are some practical limitations need to be clarified first. 
Due to the fact that the model is constructed mainly for the research of labour supply under the 
tripartite division of labour market, hence it is referred to the following two sets of data, the first 
one is about the amount of labour supply, or employment figures, and the second one is of the 
real wage accordingly. More concretely, based on the given year, the respective employment 
figure, the according wage, and the rate of inflation, four sets of the data under triple labour 
market are required respectively.  
 
0
100
200
300
400
500
600
700
800
900
1
9
8
1
1
9
8
3
1
9
8
5
1
9
8
7
1
9
8
9
1
9
9
1
1
9
9
3
1
9
9
5
1
9
9
7
1
9
9
9
2
0
0
1
2
0
0
3
2
0
0
5
2
0
0
7
2
0
0
9
2
0
1
1
kg 
Chart 24, Per Capita Farm Products Sold by Rural Households, 1980-
2012 
Fruits
Vegetables
Tobacco
Oil-bearing Crops
Cotton
Grain
Source: National Bureau of Statistics. 
117 
 
1. data of migrant workers 
Data collected for migrant workers has to be divided into two parts by the time dimension. 
Because the National Bureau of Statistics (NBS) just established a monitoring survey system on 
migrant workers since 2008, in terms all the aspects of occupational, social, and economic data, 
investigating in the sending place of migrant workers nationwide. Hence, the required data of the 
model after 2008 is only from released survey by NBS. And as for the data before 2008, due to 
the fact that there was no official statistics, most of the current data among academic researches 
and studies was through a mixed estimates from all the relevant statistical yearbooks, census data, 
which were explained earlier in the methodology section in this paper. Therefore, the amounts of 
migrant workers from 1978 to 2007 were from Yang Congmin and Yang Liyuan (2009) in their 
studies on migrant workers. And before 1978, mainly attributed to the institutional barriers, such 
as Hukou, food ration system, the mobility of migrant workers from the quantity perspective is 
too few to ignore. To be noted, here the amount of migrant workers is considered as the same as 
the amount of their employment, since the unemployment of migrant workers could be hardly 
taken place, because whenever they lost the job, they can easily return back to the rural areas 
engaging in the agricultural production or self-employed in some private business. 
 
About the nominal wage, there are several scholars working on it. After the comparison, the study 
conducted by Lu was considered more reliable, especially the adoption of four combined 
methodologies, as well as the investigation on the individual case. Therefore, data for migrant 
workers’ wages from 1979 to 2007 is from the study conducted by Lu (2012), in this paper. 
 
2. data of urban workers 
About the data for urban labour market in terms of the supply and the wage, it is comparatively 
simple since all the data were released in various yearbooks from the National Bureau of 
Statistics. But to be noted that the urban employment data also included some part of the migrant 
workers according to the current statistical criteria.  
 
3. data of agricultural producers 
Here the agricultural producer is referring to the term of “farmer” in rural areas as several times 
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mentioned in the previous sections, which is one part of the rural residents (the rest part is 
referring to the migrant workers). And the reason why it was tracked since 1957, mainly because 
of the concerns of the fact that the income of agricultural producer before 1978 was for a long 
time maintaining a lower level, indicating the changes with the income of migrant workers ever 
since the labour mobility occurred. And the rural monthly income from 1957 to 1977 were 
calculated by author from the report of NBS, with the base data of 1957's net income and 
consumption, calculated by the annual growth rate mentioned of net income with 2.9%, and 
consumption with 2.4% of average annual growth rate. Whereas, the income data from 1978 to 
2013 was collected directly from NBS with its annual statistical yearbooks, and it was calculated 
by summing the net income with consumption.  
 
However, regarding to the statistics on employment of rural producers, it is more than 
complicated, since the actual situation is that there is no forms of employment in the agricultural 
production any longer, as introduced in above sections on the Households Responsibilities 
Contract System, whoever hold the agricultural Hukou is entitled of using a certain amount of 
land. Therefore, as the family decision combination lies in either all the members are engaged in 
the agricultural production; or some members, mostly like the father or the young people, 
migrated to urban sectors for employment, as getting the extra income for the entire family while 
the left-over people are working on the land. Therefore, there are some overlaps between migrant 
workers and agricultural producers in terms of the employment data. Based on the above 
concerns, there are two ways out, but both have their drawbacks. The overlaps are not only 
between the migrant workers with agricultural producers, but also with the urban employments. 
For example, the rural employment includes the people who are working in the 
Town-Village-ships Enterprises (TVEs); while the urban employment also includes some migrant 
workers who are belonged to the urban employment by the resident approach. Therefore, both 
algorithms would be used in the model validation in order to provide a comprehensive analysis. 
The first one (a), from 1957 to 1977 is directly adopted from the NBS in terms of rural 
employment since the neglect of the labour mobility, and from 1978 to 2013 it is roughly used the 
data of the first industrial employment; while the second one (b) is calculated by the rural 
employment deducted the amount of migrant workers. Both algorithms have their own drawbacks 
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and errors, but in the current and reliable data, the first algorithm is comparatively close to the 
actual situation. Hence it would be adopted for the following analysis. 
 
4. data of rural residents 
In regard to the data of rural labour market as the whole which includes both migrant workers and 
agricultural producers, the amount of employment is directly collected from NBS on the rural 
employment statistics criteria. As for income, it is calculated by the weighted average algorithm 
in accordance with employment share of migrant workers and agricultural producers respectively. 
 
5. data of Consumer Price Index 
Lastly, as the model fundamentally required for the real wage, and all the above wage collected 
from NBS are the nominal one. Therefore, it is equally important to specify the details on 
inflation, of which mainly refers to the consumer price index (CPI) in this paper. Due to the fact 
that migrant workers mainly consume in the urban areas when they are employed, therefore the 
CPI adopted the urban one, as the base year of 1978, which of course the same case for the urban 
labour wage. As for rural situation, it divided into two periods by 1978. Before it, since the main 
source of rural income is from the collectives’ allocation of the sales of farm products, under the 
impact of the Unified Phases and Sales, the price level of the entire rural areas maintained 
extremely stable. And with the absent reliable statistics, the price index in this period is therefore 
considered as it did not change. The rural CPI from 1978 to 1984, because of the absence, the 
national one is replaced accordingly. After 1985, NBS started to release the rural CPI, therefore it 
is directly used in the model. Finally, Table 11 with all the data needed in the model is presented 
bellow for the information. 
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Table 11, Relevant Data of the Model Verification in Employment(million) and Real Wage/ 
Income(rmb), 1978-2013 
 
Year 
Urban Labour Market 
Floating Labour 
Market 
Agricultural Labour 
Market(a) 
Rural Labour Market 
Urban 
Employment 
Monthly 
Real 
Wage 
Migrant 
Workers 
Monthly 
Real 
Wage 
Agricultural 
Producers 
Monthly 
Real 
Income 
Rural 
Employment 
Monthly 
Real 
Income 
1978 95.1  51.3  29.0  #N/A 283.2  20.8  306.4  #N/A 
1979 100.0  54.6  29.9  88.3  286.3  24.5  310.3  26.8  
1980 105.3  58.0  30.9  77.6  291.2  29.5  318.4  31.3  
1981 110.5  57.3  31.8  71.3  297.8  34.5  326.7  35.9  
1982 114.3  58.1  32.6  80.9  308.6  40.9  338.7  42.4  
1983 117.5  59.0  33.4  64.3  311.5  46.5  346.9  47.2  
1984 122.3  67.7  56.0  200.2  308.7  52.4  359.7  62.3  
1985 128.1  71.3  78.5  87.0  311.3  59.6  370.7  62.2  
1986 132.9  77.1  88.2  84.0  312.5  61.3  379.9  63.7  
1987 137.8  77.8  97.9  96.9  316.6  63.7  390.0  67.5  
1988 142.7  77.2  104.6  117.7  322.5  64.3  400.7  70.8  
1989 143.9  73.6  104.2  83.4  332.3  60.0  409.4  62.8  
1990 170.4  80.3  116.3  85.6  389.1  64.1  477.1  66.9  
1991 174.7  83.6  128.1  108.4  391.0  65.5  480.3  71.6  
1992 178.6  89.2  142.7  134.6  387.0  68.0  482.9  78.6  
1993 182.6  95.5  167.1  110.1  376.8  70.1  485.5  77.5  
1994 186.5  102.8  173.3  107.2  366.3  75.2  488.0  81.4  
1995 190.4  103.7  194.6  112.5  355.3  82.6  490.3  89.1  
1996 199.2  106.6  201.7  96.2  348.2  92.7  490.3  93.5  
1997 207.8  111.4  201.8  80.9  348.4  95.9  490.4  92.5  
1998 216.2  129.5  204.5  127.2  351.8  98.0  490.2  104.5  
1999 224.1  146.6  210.7  103.4  357.7  100.4  489.8  101.1  
2000 231.5  163.2  206.0  108.6  360.4  104.1  489.3  105.1  
2001 241.2  188.1  200.5  119.7  364.0  108.1  486.7  110.7  
2002 251.6  217.0  207.4  132.4  366.4  113.9  481.2  118.2  
2003 262.3  242.8  214.3  168.1  362.0  118.8  475.1  130.7  
2004 272.9  267.9  221.1  166.0  348.3  127.2  469.7  136.9  
2005 283.9  301.5  231.7  191.0  334.4  141.2  462.6  154.4  
2006 296.3  340.4  240.1  198.7  319.4  153.6  453.5  166.0  
2007 309.5  386.1  246.7  214.6  307.3  167.3  443.7  180.6  
2008 321.0  427.4  225.4  237.8  299.2  179.6  434.6  194.5  
2009 333.2  481.2  229.8  253.8  288.9  195.7  425.1  210.8  
2010 346.9  528.4  242.2  293.3  279.3  212.7  414.2  234.2  
2011 359.1  574.0  252.8  337.7  265.9  238.1  405.1  266.5  
2012 371.0  625.4  262.6  367.5  257.7  263.3  396.0  294.4  
2013 382.4  669.9  268.9  407.5  #N/A 286.0  #N/A 323.1  
(Source: Various years of official statistical yearbooks and author’s calculations)
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b. Model Interpretation 
Finally, since the function of labour supply is based on the framework of the employment figure 
as in the horizontal axis and the real wage at the vertical axis, therefore, the actual labour supply 
curves under the tripartite labour market are formed when applying all the data collected from the 
previous sections, see Chart 26 & 27 manifested below: the urban labour supply is presented by 
the green curve; migrant workers’ supply with blue one; agricultural producers’ supply with the 
red curve; and the purple curve left demonstrated for the rural supply as a whole. At the first 
glance, it does not look like the one designed in the second chapter, see Diagram 7 at below. 
Therefore, it is necessary to make some analysis connected to the theoretical model.  
 
1. Urban and rural labour supply  
It begins with the urban supply curve, as the most left one in the chart, which manifested an 
up-right bending curve. There are two points attributed to this change, firstly, along with 35 years, 
a proportional rural population through legal procedures changed their Hukou status becoming an 
official urban residents, which automatically increased the employment figure of urban labour 
market, with performance in the chart demonstrating a right extending feature. In order to prove 
this explanation, changes of rural population are used. To be noted, here the rural population 
refers to the population with agricultural Hukou. Hence as the peak of rural population reached in 
2000 with 912.29million, afterwards it started to decline, till 2012 it only left 878.1 million. The 
absolute number of 34.2million of people was mainly transferred within 12 years, in which most 
part of them participated in the urban employment range;  
 
Secondly, it is also attributed to the process of urbanization. As the amount of cities expended 
dramatically, for example, with the number of districts under the jurisdiction of cities
40
, it had 
only 408 units in 1978, after 35 years it has already grew up to 872 units. Also, in the light of 
residence-based approach, the urbanization rate increased from 17.9 percent in 1978 to 52.6 
percent in 2012. The rural residents from 808 million in 2000 declined to 642 million of 2012. 
The absolute number of 166 million difference fulfilled with part of are the migrant workers, and 
other part of new-became urban residents from migrant workers. As for the feature of rural supply 
                                                             
40 It refers to city area (district for short) as grassroots organizations of city administrative area. Municipalities and large 
multi-city urban areas will be divided into several zones, established as District People's Government. 
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curve, the above explanations also make the same sense to the part after 2000 (see Chart 26). 
Chart 26 was made in order to provide a clear picture of the case in urban and rural labour supply. 
To be noted, in addition to this population transfer, there is another attribution induced 
demographic changes, which is popularly known as the family planning policy, such as the “One 
Child Policy” initiated in the beginning of 1980s. Although it worked in reducing the population 
growth after 1980s (see Chart 24 of the natural growth rate of the population), however, the 
performance of this birth control reflected to the employment figure still needs a certain period of 
time, like at least 16 years (since it is the minimum age of being employed). On the contrary, it 
indeed caused a huge population expansion in the 1980s (the average birth rate maintained at 21.5 
percent in the whole 1980s see Chart 25), therefore plus 16 years of being able to enter into the 
labour market. It perfectly explains the growth of urban employment figure, since most part of 
this new generation did enter into the urban labour market either in forms of migrant workers or 
through education.  
 
Therefore the feature of rural labour force supply manifested with two parts, first with the modest 
growing and then dramatically declining, mainly affected by both the birth control policy and the 
robust process of urbanization, with 2000 as the turning point year. Due to the absent data on the 
separation of birth rate of rural and urban statistical criteria, there is no direct proof as the 
differential impacts of “One Child Policy” towards rural and urban demographics. Even, based on 
the available data, it still can be concluded that it has more impact to the rural population. As to 
the changes of average members of household, since the full implementation of the "One Child 
Policy" started in 1982, the average household members in city was 4.1, and 5.5 in rural areas. As 
of 2012, it fell to 2.9 for urban household and 3.9 to rural households, with the absolute reduction 
number of 1.2 for urban and 1.6 for rural family. To be noted this is measured by the residence 
approach, which ignore the huge amount of migrant workers, otherwise the result would be even 
prominent. 
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2. Migrant workers and agricultural producers supply of labour 
As to the argument of rural surplus labour force, it highly relies on the model validation in terms 
of the labour supply curve of both migrant workers and agricultural producers. That is to say, 
whether they are consistent with the theoretical conclusions or not, directly determine the success 
of the entire model. In order to prove the consistence by comparing with the theoretical curve, the 
actual model after applying the practical data by wiping off the urban and rural curves which had 
already been discussed in the above section is placed in the Chart 28 & 29 below.  
 
In general, the verified curve of migrant workers matched the curve of theoretical predictions, 
manifested a consistent feature with each other. More specific, at the first stage (the first phase of 
diagram 7), the real monthly wage from 1978 to 1990 (12 years) demonstrated a slowly growing 
feature from 85 rmb to 108 rmb; the second stage (matching the unlimited supply of labour 
period in the same diagram) started since 1991 to 2000, the real monthly wage stagnated at the 
level of 108.92 rmb for ten years, which is slightly higher than the rural real monthly income. 
Since it is marked as the unlimited supply of labour, so the actual data also manifested the same, 
with the average annual growth rate of 5.42 percent from 1991, increased nearly doubled from 
128 million to 206 million. And at the third stage (the third phase of diagram 7), firstly, the speed 
of labour supply declined to the average of 2.07 percent, almost the half of the unlimited period; 
and secondly with the real monthly wage growing at rapid feature, with the average annual 
growth rate of 10.74, increased from 110 rmb at the beginning of 2000 to 407.5 rmb in 2013. 
Therefore, the turning point of the unlimited supply of migrant workers occurred in 2000, which 
is called the Lewis turning point in theory. As predicted earlier in the theory, if at this time the 
rural real monthly income also matched that of migrant workers, then it significantly proved the 
success of this model and its theory. 
 
Therefore, it is extremely important to verify the situation of the agricultural producers’ labour 
supply curve. As the big turning point also lies in the year of 2000, see chart 27 to 30 with the red 
curve. Proximately, in the year either 1999 or 2000, the agricultural producers’ real monthly 
income matches the level that of the migrant workers. As the details revealed, in 1999, the real 
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wage of agricultural producer and migrant workers is 100 rmb and 103 rmb respectively; almost 
the same situation of 2000, with the former one of 104 and later one with 108; Till here, it already 
proved the conclusion of the theory by using this tripartite model, which it simply means that the 
sudden robust growth of migrant workers’ wage is not because of disappearance of rural surplus 
labour force with the unlimited supply feature, but because of the income matched by the 
agricultural producers, which strongly push the wage increase of the urban sectors in order to get 
more labour force from rural surplus. The situation of the supply of migrant workers is not 
showing the diminishing supply, but instead an even stable growing. As for the real income of 
agricultural producers, pre the economic reform, it manifested a slow growth period, at the 
average growth rate at 2.65 percent in two decades. As affected by the process of labour mobility, 
the real income of agricultural producers demonstrated a high growth, with the average annual 
growth rate of 7.78 percent maintained in 35 years, from 20.8 rmb in 1978 dramatically increased 
to 286 rmb, and grew nearly 14 times. Due to the absence of statistics on the transferred money 
by the migrant workers contributed to the rural livelihood, otherwise, this point would be 
explained even better and remarkable.  
 
Chart 31 brings the perception of the function of real wage to the time dimension, in order to 
present a clear picture among all the labour market in terms of wage difference. To be noted, the 
urban real monthly wage only exceed that of migrant workers after 1996, it seems to be 
contradicted to the theoretical analysis. But the urban wage is only in form of monetary one, 
regardless of the equal weighted non-monetary one, as already discussed in the previous section 
on the characteristics of migrant workers’ labour market in terms of the wage situation. Simply 
speaking, employment wage of urban workers is only one part of their overall income, while it is 
the whole part of migrant worker’ overall income, regardless of the heavier living costs, such as 
housing, health care, child’s schooling, and so on. From another perspective in historical 
particularities, since the full implementation of State-owned Enterprises (SOEs) reform initiated 
in 1997 (started since 1994), while the lay-off (下岗) policy was enacted since1993. According to 
the official data, it revealed that there were 24.4 million people laid-off as of 1999, accounted for 
13.2 percent of the whole urban employment, and 20.7 percent of SOEs employment (John & 
Simon, 2009). Plus with the major subject of contract workers fulfilled of migrant workers in 
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order to place the lay-off, the monetary wage had to be higher as attracting migrant workers. And 
because various types of benefits and social insurance were not yet established to the contract 
workers, therefore, the wage provided to migrant workers seemed higher than urban workers, as 
the matter of the fact it was still lower in terms of labour costs. The exceed difference could be 
considered as the compensation since the absent work-related welfares.  
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Chart 31, Monthly Real Wage (RMB) in the Tripartite Labour Markets, 
1957-2013 
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Note: all the relevant data were calculated by author, to be noted, the rural Labour Supply 
curve covered the period from 1957 to 2013; more specifications regarding to the model 
verification is in the text. 
Source: National Bureau of Statistics, China Labour Stitistical Yearbook, Population Census, and 
Economic Census, various years. 
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Chart 27, Model Verification on Labour Market Tripartite Supply of Labour (a), 1978-2013 
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Note: all the relevant data were calculated by author, to be noted, the rural Labour Supply curve covered the period from 1957 to 2013; more 
specifications regarding to the model verification is in the text. 
Source: National Bureau of Statistics, China Labour Stitistical Yearbook, Population Census, and Economic Census, various years. 
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c. Summary 
Through the above data validation and profound analysis, it absolutely indicates that the previous 
theoretical derivation is correct, scientific and feasible. The essential reason of the growing wages 
of migrant workers are not because of the diminishing features of the unlimited rural surplus 
labour, but exactly the increase of the income of the agricultural produces reached to the point as 
same as that of migrant workers, thus pushing the wage increasing for migrant workers as the 
most efficient way to transfer the remaining of rural surplus labour force. Meanwhile, the 
improvement of the agricultural producers’ income, from another perception also proved the 
impact on the rural people’s mobility in forms of transferring to be a migrant worker. The lower 
wage in the first stage to the migrant workers also makes the migration decision not only as for 
the individuals but also connected to the family planning. Although Ranis and Fei, as well as 
Jorgensen, focused on the rural development through different concerns on the influence to the 
rural labour force mobility, but none of them give a fine attention to the factor that the growing 
income of agricultural producers could suppress their motivation of migrating. Following the 
logic behind Harris and Todaro, the lower of the expected urban income also reduce the desire 
migration of the rural labour force, but their starting point was from the determined minimum 
wage of urban labour market, not the other way round. As for the situation of Chinese segmented 
labour market, they also ignore the fact that rural labour force has full mobility back to the 
agricultural activities whenever the high urban unemployment happened.  
 
Furthermore, whether or not China already reached to the turning point of rural surplus labour 
force, or exactly in which year it would reach, according to the tripartite model as discussed in 
the second chapter, it might exist at any point after the unlimited phase, also the labour shortage 
as a phenomenon could be a period of time instead of an exact point. Therefore, only from the 
perception of data validation, it could be at any year after 2000. Since there are too many 
determining variables, only from the supply side regardless of the demand, it can hardly find the 
exact turning point of labour shortage. Even though, there are various factors by the supply side, 
for example, the increase of the application of new technologies into the agricultural production 
could release more agricultural producers if we fixed the rest of the variables; increase of the 
labour participation by extending the retirement age; full liberalization of fertility policy can 
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expand the supply of labour though the source from a long-term; through abolishment of all the 
discriminatory employment policy bundled to the Hukou system encourage the rural labour 
participation in non-agricultural employment; through the facilitation of female employment 
expand their labour participation; increase investment to the vocational and technical training 
optimize the employment participation of rural labour force; improvement of the social security 
system equally treat migrant workers; perfection of the migrant workers' labour market encourage 
the participation rate, so on and so forth. All the above feasible proposals could directly or 
indirectly help the situation of the spread of labour shortage phenomenon, and none of them are 
from the demand side. However, from the long-term assessment, only from the perspective of 
Chinese demographic changes, the coming of the labour shortage point can hardly be avoided. 
Therefore, through the following simple analysis of Chinese demographic changes, it is clearly 
reveled the serious situations as for the labour market. 
 
Firstly, from the general perception of working-age population, it still manifests a steadily 
growing tendency, at least in the following ten years. On the performance of rural labour transfer, 
the amount of migrant workers is still having a stable growth, continually transfer the so-called 
rural surplus labour force. However, it cannot be sustainable, the growth rate already reveled a 
declining feature, from 4.4 percent in 2000 sharply dropped to 0.2 percent in 2013 (see Chart 32). 
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Secondly, according to the predictions of population division from United Nations, the Chinese 
working-age population will reach a peak in 2015 with the absolute number of 1 billion, and then 
start to decline. The level in 2050 would return back to the same level that of 1990s (see Chart 
33). More specifically, the absolute number of working age population will not peak until about 
2015, at around 995 million. In the following decade, the working age population will decline 
slowly, to reach an estimated 987 million in 2025. By 2050, it is expected that the working age 
population will have fallen back to about 860 million, roughly the same as in 1997-98 (ProQuest, 
2008). 
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Chart 32, Age composition of population (unit:10,000), 1990-2013  
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Total growth rate 15-64 growth rate
Note: Population data of 1981 and before are from household registrations; for the year 
1982,1990,2000 and 2010 are the census year estimates; the rest of the data covered in those tables 
have been estimated on the basis of the annual national sample surveys on population changes; 
Source: National Bureau of Statistics. 
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In the meantime, like Fertility Policy known as "One-Child Policy" in 1980s, Chinese 
demographic structure has dramatic changes. Population expanded almost 1.5 times from 960 
million in 1978 to 1.36 billion in 2013, with average annual growth rate of 1 percent, but in a 
declining tendency from 1.2 percent to 0.5 percent at last year. As to the issue of rural population, 
shown below with Chart 34, the average annual growth rate of rural population is only at 0.24%, 
comparing with 3.43 that of urban one. Along with the on-going reduction, by the residence 
approach, since 1998, it already appeared with the negative growth, so the situation will be even 
worse in the predicable period (see Chart 35). 
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Chart 33, Working-age Population (10,000), 1990-2050 
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Note: data from 1990 to 2013 is from National Bureau of Statistics, and the estimated data from 
2015 to 2050 is from United Nations, Department of Economic and Social Affairs, Population 
Division, World Population Prospects: The 2012 Revision, New York, 2013. 
Source: National Bureau of Statistics, United Nations Population Division, various years. 
136 
 
 
 
Lastly, the demographic changes also reflected to the situation of aging society, as in China, it is 
referred to the term of “Wei Fu Xian Lao” (Not rich, but ageing first): China, as the first 
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Chart 34, Urban-Rural population growth, 1978-2012 
Rural population growth rate
Urban population growth rate
0.24% Ave. annual growth rate
3.43% Ave. annual growth rate
Note: Population data of 1981 and before are from household registrations; for the year 
1982, 1990, 2000 and 2010 are the census year estimates; the rest of the data covered in 
those tables have been estimated on the basis of the annual national sample surveys on 
population changes. And the rural population is measured by the adminstrative approach 
not by residence approach. 
Source: China Statistical Yearbook, China Population & Employment Statistics 
Yearbook, Population Census in various years. 
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Chart 35, Rural Residents Share and its Growth rate, 1978-2012 
Share (%)
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Note: Population data of 1981 and before are from household registrations; for the year 1982, 1990, 
2000 and 2010 are the census year estimates; the rest of the data covered in those tables have been 
estimated on the basis of the annual national sample surveys on population changes. Statistical 
criteria here for the residence refers to the permanent residence, namely, within each town or village 
area number of resident live more than six months (or less than six months of living locally, but 
leave the Hukou resident area more than six months). 
Source: China Statistical Yearbook, China Population & Employment Statistics Yearbook, 
Population Census in various years. 
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developing country, grew old before it became prosperous, leaving many millions of seniors in 
poverty. Due to the fact that the fertility rate in China has declined and life expectancy has 
increased, Chinese society is ageing quickly. By the middle of the 21st century, the median age is 
expected to reach 45 years, just like that of the developed world (North America, Japan, Europe, 
Australia, and New Zealand). Most remarkably, whereas it is taking 100 years (1950-2050) for 
the median age in the developed world to rise from 29 to 45 years, China is expected to make the 
same transition in about half the time (Yang, Dali L, 2005). 
 
The Old-age dependency ratio, as one of the conventional measures for an ageing society, is the 
ratio of the population aged 65 years and older to the population aged 15-64, working age 
population. Given present policies on retirement age (50-55 for female, 55-60 for male), this 
old-age dependency ratio obviously is not an appropriate measure for China. Therefore, the State 
Population and Family Planning Commission has issued its own forecasts, using the percentage 
of the population aged 60 and older. And it forecasts that this percentage will increase to about 31% 
in 2050 from 10% in 2000. In absolute numbers, the number of elderly will jump to an 
astounding 355 million in 2030 and 450 million in 2050 from only 133 million in 2001 (Yang, 
Dali L, 2005).  
 
Of course, there are more factors attributed to this serious situation, directly and indirectly 
influence the number of rural labour force. As the economic driving force by the process of 
transformation of rural surplus labour force already manifested the fact that it is and will no 
longer be a sustainable way, relying on the contribution of transferring among the dual labour 
market economy has to be reviewed and replace with other driving forces.
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Chapter IV. Conclusion 
Throughout the history of economic development and its law, the process of urbanization and 
industrialization are always accompanied with a large number of labour transfer, as reflecting to 
the directions, it always happens in the way from rural to urban, from agricultural production to 
industrial and service activities, from the traditional manual processing operations to the modern 
technical adoptions, from lower income to higher income, and from underdeveloped regions to 
the developed one. And this kind of transformations either follow the "invisible hand" of market 
mechanism, or by the "visible hand" of non-market intervention, such as government, or any 
other social subjects. At the same time, this process is often accompanied by a dualistic model of 
economic development and social transformation to a singular model, like the proportion of 
economic structure lines to the non-agricultural one, and rural to urban one. 
 
As, almost every developed economy has experienced the process through which the labour force 
transfer from the less productive agricultural sector to the more productive industrial (usually 
urban) sector. Japan, for example, saw its share of the labour force employed in agriculture fall 
from over 50 percent in the 1920s to between 24 percent and 29 percent during the 1960s - the 
period identified by Minami (1968) as Japan's turning point. Chart 36 as followed, presents the 
proportion of labour force working in different industries, as comparing China with several 
selective countries. The chart clearly reflects the current labour force configurations in the most 
of the developed industrial countries, like the United States, Sweden, United Kingdom, and 
Germany, the proportion of employment engaging in the agricultural production only accounts 
0.7, 1.1, 1.4 and 1.6 percent respectively (see Chart 36). Left the most rest countries with the 
level of 2 percent to 5 percent, comparing with 33.6 percent that of China. There is a huge gap; 
however, this proportion was 70 percent in 1978, so it has already made a rapid progress. 
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Likewise, three decades of the economic reform and opening up also witness this law of 
economic development. The characteristics of socio-economic dualism, not only possess the 
typical dualistic structure of coexistence of the traditional sector most represented by agriculture 
and the modern sector represented by the industry, but also manifested the dualism with Chinese 
characteristics. Along with the economic transitions from planned system to the market one, 
government through its administrative intervention as the main form resulted in this prominent 
dual structure. As mentioned in the previous sections, like the Hukou system, land policy, 
national strategy, social welfare policy and etc, all are responsible for the current situation, like 
the population divisions between agricultural and non-agricultural, rural and urban, west and east, 
migrant workers and urban workers, so on and so forth. 
 
Labour mobility in terms of the rural-urban, regional and professional experiencing from strictly 
control of the planned period to gradually loosening after the reform period, already becomes a 
major highlight of China's economic boom, contributing tremendously to the 30 years’ of high 
growth. Moreover, it plays a critical role in the process of urbanization, industrialization, and 
modernization. However, in the mean time, it also caused a series of socio-economic problems 
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mainly due to the distorted relationships between the state and the market under a "trial and error" 
way of economic exploration, as the popular phase called "crossing the river by feeling the stones 
(摸着石头过河 )". Taking urbanization for instance, although it successfully avoided the 
formation of “Slum Phenomenon”, as well as effectually prevented any serious high 
unemployment situation nationwide, but exacerbated the gap between rural and urban, between 
rich and poor, as well as regional disparities and other social conflicts from varying degrees, 
which caused a phenomenon translated as “prosperous nation with poor civilian” in a short run. 
More specifically, China overtook Japan as World's second-largest economy since 2010, and 
figures published by the International Monetary Fund (IMF) based on the Purchasing Power 
Parity (PPP), showed that China has overtook America to become the biggest economy in the 
world this year. However if compared in terms of GDP per capita, it is just one forth that of 
American, and ranked to 99 among the whole world.  
 
And regarding to the aspect of income distribution, data released by the Blue Book of China's 
Society from Chinese Academy of Social Sciences, entitled “2013 Society of China Analysis and 
Forecast” revealed that the share of labour compensation to GDP is very low and showing a 
declining trend, which decreased from 50.7 percent in 2004 to 44.9 percent in 2011. As 
comparing to the international standards, like this share in most of the developed economies are 
above 50 percent, like United States, United Kingdom, France maintained above 55 percent, 
Germany and Korea at 50 to 55 percent, and 50 percent in Japan. 
 
Furthermore, from the perspective of development economics, along with the process of labour 
transfer from rural to urban, the profession of the floating migrants also changed accordingly 
from agricultural production to non-agricultural activities, most fulfilled in the secondary and 
tertiary sectors. Hence the income is also improved in accordance, which definitely contributes to 
the reduction of income gap between rural and urban, and eventually realizes the effect of 
reduction of the gap between rich and poor. However, under the distorted labour market in China 
with the characteristics of triple divisions, it did not happen so. From the official data analysis, 
The ratio of per capita disposable income of urban residents to per capita net income of rural 
households manifested an increasing tendency, from 2.79 times of 2000 grew up to 3.03 times. As 
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for the gap between urban workers to migrant workers, the ratio also aggravated from 1.5 times in 
2000 to 1.64 times last year. Especially when it comes to the Gini coefficient, it was remarkably 
low at around 0.2 in 1978, however, after 30 years' rapid development, along with the process of 
labour transfer, Gini coefficient is not decreasing but grew doubled as the pace of GDP growth, to 
0.47 in 2013, almost the same level with United States. Gap between rich and poor, between 
regionally (west-east) increased dramatically.  
 
In the meanwhile, along with the spread of “labour shortage” since 2004 as the first time occurred, 
the path of economic development clearly demonstrated its challenges and opportunities within 
the process. According to the previous analysis, the urbanization rate historically passed 50 
percent in 2011, which ended thousand years of history in China. However it was calculated by 
the residence approach, if adopted by the Hukou approach, then it revealed the actual 
urbanization situation, as it was only 35.3 percent, lower than the international level. If adopted a 
rough measurement, this 17 percent of difference is more or less the same amount of current 
migrant workers, in which 61.8 percent actually resided more than half year in cities. Therefore, 
there are still formidable tasks ahead as essentially having half of the population living in cities. 
From the aspect of the market allocation of labour resources, there is still 33 percent of labour 
engaged in agricultural production contributing only 10 percent to GDP. Therefore how to 
effectively transfer this 17 percent, as well as the part labeled as rural surplus labour force, 
becomes critical, since it might be new sources of economic growth for current China. As it is 
estimated that the proportion of urban employment grows one percentage point will push 2 
percentage point of GDP; one percentage of rural labour force is transferred, lead a 0.5 to 0.85 
percentage point of GDP (Cai, 2006).  
 
Finally, with regard to whether the economic structure is going to achieve the unified structure 
from the current dualistic one in accordance with the theory, from the view point of this paper, it 
does not seem to happen. The reason is not due to the query of realistic possibility of such a 
realization, but an estimation of rational thinking. But it does not denying the fact that referring to 
most of the industrial advanced economies, and combined with the law of history, the share of 
agriculture is declining and will contentiously do so, either in terms of employment or its 
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economic contributions. But there is following a question of how much the share would be the 
most optimal, in the point of this paper, there is no universal standard. Economic development is 
a gradual process of exploration, other empirical experiences or the relevant theories could be 
only used for reference, but not for a universal standard to follow or direct copy. Otherwise, the 
historical lesson like the "great leap forward" might happen again, just in a matter of different 
degrees.  
 
The balanced economic development was discussed under the framework of tripartite labour 
supply model in chapter two, as applying to the practical issues like the balanced relationship 
among agricultural, industrial and tertiary sectors, especially in terms of the employment 
distribution. Hence, for the developing economies, it does not mean that the more of transferring 
rural surplus labour, the better for both people and economy. It is determined by various factors, 
such as the level of industrial development, technological innovations, social welfare systems, so 
on and so forth. Only considering the supply side of the labour market, it ineluctablely caused the 
disturbance of ecological system, such as high urban unemployment, slum phenomenon, race to 
the bottom, lack of labour protection, to name just a few. Therefore, keeping a balanced 
development relationship between agricultural and non-agricultural activities becomes very 
significant. In the application of agricultural machinery and technology will inevitably reduce the 
demand for labour, although it contributes highly to the improvement of agricultural productivity. 
But bear in mind, it has to weigh accordingly to the level of industrial development in terms of 
demand for labour. Otherwise it would not be conducive to the entire economy as smoothly 
operating. 
 
Moreover, economic growth and economic development are two different concepts. Along with 
the process of pursuit of high economic growth and rapid capital accumulation, people intend to 
focus more on various economic growth indicators, rather than that of development, and often 
forgets an economic development supposed to be a human-centered development. For example, 
Lewis stated that ‘the transfer of women’s work from the household to commercial employment 
is one of the most notable features of economic development’. It might be true, but from the 
actual situation, what kind of jobs mostly provided to woman is indeed questionable. As in the 
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reality, like in most of the developing countries, women are most fulfilled in the informal sector, 
so as to the migrant workers as the topic of transferring rural surplus labour in this paper. Another 
case quoted by Amartya Sen, for instance, the Afro-American males have a lower life expectancy 
than males in China and parts of India, although their average real income is far higher. Therefore, 
the attention to the economic development has to be shifted to a profound and sustainable one. 
Such as Amartya Sen in his “Development as Freedom”, expanded the dimensions of economic 
development.  
 
Lastly, back to the situation of the spread of labour shortage, as brought in the introduction, there 
are suggestions from four layers respectively given as to end this paper. 
 
a. for workers 
Labour shortage from itself increases the bargaining chips for workers, also awakens the 
consciousness of workers' right, especially for migrant workers, which exactly explained the 
increasing events centered by the labour rights in China after 2004. In the meantime, it also has to 
be given in a weighted attention to the fact that the most severe labour shortage still happened in 
most of the skilled sector. In the process of selecting and matching with job vacancies in the 
market, workers especially migrant workers should strengthen their skills by more participation 
with vocational training, and constantly improve their professional performances. 
 
b. for enterprises 
Labour shortage instantly attacked the labour-intensive sectors. Two perceptible ways out adopted 
by most enterprises, either move to a cheaper region or country, and continue their 
labour-intensive way of development as remaining the cheap labour costs, or restructure the way 
of productions, and upgrade to a comparatively capital-intensive way, in response to the 
intensified labour shortage. Anyway, by reducing the labour costs is not the only way out. The 
introduction of modern and scientific human resources management, through the increase of 
vocational trainings, improvement of labour conditions and labour protections, and establishment 
of the rational occupational planning are all the effective way to retain workers. 
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c. for local government 
Under the context of the expending regional differences, in terms of the competition between 
capital investments and retaining of labour reservoir, local governments (both the sending and 
receiving of migrant workers) have to response to the shortage. But how to overall planning and 
all-round consideration with their local developmental advantages has become more involved. 
From one hand, local government has to strengthen the level of labour protection through the 
perfection of labour legislation, in order to retain and attract more workers, satisfying the local 
labour reservoir, such as increasing the minimum wage, enlarging the coverage of social 
insurance, and so on; from another hand, based on the local conditions, through appropriate 
adjustments, it has to upgrade its own strategic development accordingly. More specific, as for 
the eastern coast areas, it has to be quickly realize the structural upgrades to avoid the impact of 
labour shortage; and for the central and western regions, they could undertake the industries with 
labour intensive one. 
 
d. for central government 
Labour shortage from a positive aspect, pushed central government to conduct a more rational 
industrial layout. And regional industrial transferring is an inevitable-occurred economic 
phenomenon along with the spread of labour shortage. Therefore, effective and smooth transfers 
of both industry and employment, as well as the catching-up corresponding systems or policies, 
must undergo a comprehensive consideration and deliberate disposition. As to the critical issues 
like, retaining how much of the arable land, transferring how much rural labour force, as well as 
allocating how much employment distributions among three industries, all will assess on the 
central government's scientific decision-making. Under the global context of low-end industries 
(most represented the labour-intensive industries) flow into Southeast Asian countries, like 
Bangladesh and Viet Nam, while high-end industries (like hi-tech industries) return back to 
Europe and America, as well as the excessive government-oriented investments, and the weak 
exports demanded by the countries trapped in the economic crisis, meanwhile the domestic 
demand yet substitute as the nucleus strength of the economic growth. Furthermore, along with 
the demographic changes in terms of aging society, and reduction of working-age population, 
double effects all lead to a intractable position ahead of the path selection for economic 
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development. Additionally, in the wake of increasingly intense labour group events, as well as the 
institutional dilemma ahead of Chinese trade unions at the grass roots level; Labour shortage, as 
one of the economic phenomenon, the corresponding social problems caused is more serious than 
itself. 
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Annex. Relevant Definitions 
i. Average annual growth rate: Two methods for calculating average annual growth rate are 
applied in China, one is called "level approach", or the method of calculating geometric 
average, which is derived by comparing the level of the last year of the interval with that of 
the beginning year; the other is called "accumulative approach" or algebraic average or 
equation method, which is derived by the summation of the actual figure of each year in the 
interval divided by the figure in the base year. The most mentioned average annual growth 
rates listed in the paper are calculated by "level approach". 
ii. State-owned enterprises: refer to non-corporation economic units where the entire assets are 
owned by the state and which have registered in accordance with the regulation of China on 
the management of registration of corporate enterprises. 
iii. Collective-owned enterprises: refer to economic units where the assets are owned 
collectively and which have registered in accordance with the relevant regulations. 
iv. Private enterprises: refer to profit-making economic units invested and established by natural 
persons, or controlled by natural persons using employed labour, including private limited 
liability corporations, private share-holding corporations, private partnership enterprises and 
private-funded enterprises registered in accordance with the Corporation Law, Partnership 
Enterprises Law and Interim Regulations on Private Enterprises. 
v. Three industries: industry structure has been classified according to the historical sequence of 
development. Primary industry refers to extraction of natural resources - agriculture 
including farming, forestry, animal husbandry and fishery; Second industry involves 
processing of primary products - industry including mining and quarrying, manufacturing, 
production and supply of electricity, water and gas, as well as construction; and Tertiary 
industry provides services of various kinds for population and consumption, which all other 
industries not included in primary or secondary industry. 
vi. Labourers' remuneration: refers to the whole payment of various forms earned by the 
labourers from the productive activities they are engaged in. It includes wages, bonuses and 
allowances the labourers earned in monetary form and in kind. It also includes the free 
medical services provided to the labourers and the medicine expenses, traffic subsidies and 
social insurance fee paid by the labourers’ working units for them. As the individual 
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economy is concerned, since the labourers’ remuneration is not easily distinguished from the 
operating profit, both are treated as labourers’ remuneration. 
vii. Household, as unit of family, refers to resident individuals or groups of resident individuals 
who share common living facilities, pull together entire or part of their income and properties 
at their common disposal, and share their housing, food and other consumer goods and 
services. 
viii. Total population: the annual statistics on total population is taken at midnight, the 31st of 
December, not including residents in Taiwan province, Chinese compatriots in Hong Kong 
and Macao and overseas Chinese. 
ix. Urban and Rural Population: there are three definitions, data from 1952 to 1980 are the 
figures according to the first definition; data from 1982 to 1999 are the figures according to 
the second definition; and urban/rural population in 2000 is the figure according to the third 
one. So the first definition refers to the administrative system, regulated by the Hukou 
System; the second one refers to the permanent residence, namely, within each town or 
village area number of resident live more than six months (or less than six months of living 
locally, but leave the Hukou resident area more than six months); The third definition is 
based on the statistical classification, the urban/ rural population are classified according to 
the Regulation of Statistics Classification on Urban and Rural Population formed by the 
National Bureau of Statistics. 
x. Dependency ratio: refers to the ratio of number of dependents to the total population aged 
15-64, the number of dependents being population aged 0-14 and population aged 64 and 
over. 
xi. Economically active population: refers to the population aged 16 and over who are capable to 
work, are participating in or willing to participate in economic activities, including employed 
persons and unemployed persons. 
xii. Registered urban unemployed persons: refer to the persons who are registered as permanent 
residents in the urban areas engaged in non-agricultural activities, aged within the range of 
working age, capable to labour, unemployed but desirous to be employed and have been 
registered at the local employment service agencies to apply for a job. Therefore, the 
registered urban unemployment rate refers to the ratio of the number of the registered 
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unemployed persons to the sum of the number of employed persons and the registered 
unemployed persons. 
xiii. Disposable Income of Urban Households: refers to the actual income of the sample 
households which can be used for daily expenses, i.e., total income minus personal income 
tax, sample household subsidy and expenditure on household sideline production. 
xiv. Net Income of Rural Households: refers to the total income of the permanent residents of the 
rural households during a year after the deduction of the expenses for productive and 
non-productive business operation, the payment for taxes and the payment for collective 
units for their contracted tasks, which can then be spent for investments in productive and 
non-productive construction,  for consumption  in daily life and for savings deposit. It is a 
comprehensive indicator to show the actual level of the income of the peasants’ household. 
The net income of the rural households includes not only the income from the productive and 
non-productive business operation, but also the income from the non-business operation, 
such as the money remitted or brought back by the members of the household who are in 
other places, the government relief payment and various subsidies. It includes not only the 
money income, but also the income in kind. But the income from borrowing from banks, 
friends and relatives is excluded. 
xv. Economic zone: as the regional division of the eastern, central, western and northeastern 
mentioned in the statistics refers to: the eastern (10 provinces or municipality) includes, 
Beijing, Tianjin, Hebei, Shanghai, Jiangsu, Zhejiang, Fujian, Shandong, Guangdong and 
Hainan; the central (6) includes, Shanxi, Anhui, Jiangxi, Henan, Hubei and Hunan; the 
western (12) includes Neimenggu, Guangxi, Chongqing, Sichuan, Guizhou, Yunnan, Xizang, 
Shaanxi, Gansu, Qinghai, Ningxia and Xinjiang; and the northeastern (3) includes Liaoning, 
Jilin and Heilongjiang. 
 
